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Members of the Legislative Audit Committee:

Included herein is the report of the Statewide Single Audit of the State of Colorado for the fiscal
year ended June 30, 2000. The audit was conducted under the authority of Section 2-3-103 et seq.,
C.R.S., which authorizes the State Auditor to conduct audits of all state departments, institutions,
and agencies.

The purpose of this report is to present the results of the Statewide Single Audit for the year
ended June 30, 2000. The report includes our audit opinion on the General Purpose Financial
Statements and the supplementary Schedule of Expenditures of Federal Awards. It also contains our
findings, conclusions, and recommendations, and the responses of the respective state agencies.

The report may not include all of the findings and recommendations related to audits performed
of state institutions and agencies. Some findings and recommendations are issued under separate
report covers. However, in accordance with the Single Audit Act, this report includes all findings
and questioned costs related to federal awards that came to our attention through either the statewide
audit or separate audits.

The report is intended solely for the use of management and the Legislative Audit Committee
and should not be used for any other purpose. This restriction is not intended to limit distribution
of the report, which, upon release by the Legislative Audit Committee, is a matter of public record.
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STATE OF COLORADO
STATEWIDE SINGLE AUDIT
FISCAL YEAR ENDED JUNE 30, 2000

Authority, Purpose, and Scope

This audit was conducted under the authority of Section 2-3-103 et seq., C.R.S., which authorizes the
Office of the State Auditor to conduct audits of all departments, ingtitutions, and agencies of state
government. The audit was conducted in accordance with generdly accepted auditing standards and the
financid and compliance standards contained in theGover nment Auditing Standar ds issued by the U.S.
Generd Accounting Office. We performed our audit work during the period January 2000 through
November 2000.

The purpose of this audit wasto:

C Expressan opinion on the State’' s Generd Purpose Financid Statements for the fiscal year ended
June 30, 2000.

C Expressan opinionon the State’ s Schedule of Expenditures of Federal Awardsfor the fiscd year
ended June 30, 2000.

C Review interna accounting and administrative control procedures as required by generdly
accepted auditing standards.

C Evauate compliance with applicable sate and federd laws, rules, and regulations.
C Evauate progressin implementing prior audit recommendations.
We expressed an ungualified opinion on the State’' s Genera Purpose Financid Statements and the State's

Schedule of Expenditures of Federal Awardsfor thefiscal year ended June 30, 2000. They are presented
in the Financid Statement section of this report.

Current Year Findings and Recommendations

This report presents the results of the statewide financial and compliance audit for Fiscal Year 2000. The
report may not include al the findings and recommendations related to audits performed of dtate
departments, ingtitutions, and agencies which are issued under separate report covers. However, in
accordance with the Single Audit Act, this report does include dl findings and questioned cogts

For further information on thisreport, contact the Office of the State Auditor at (303) 866-2051.

-1-
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related to federa awardswhich cameto our attention through either the statewide audit or separate audits.
The fallowing presents highlights of the more significant findingsincluded in thisreport arranged by subject
matter. Please refer to the Recommendation Locator in the next section for the recommendations,
responses, implementation dates, and location of thefull text of thefindings, recommendations, and agency
responses for each agency.

Federal Grants

The State received about $3.4 hillion in federad grants in Fisca Year 2000. We noted aress for
improvements in the adminigration of some federd programs as follows:

G Medicaid - Health Care Policy and Financing. The mgority of the problems found with the
adminigration of Medicaid occurred at Health Care Policy and Financing unless otherwise noted
and include the following aress.

Cost dlocation plans were not approved. Indirect costs, those costs that benefit more than
one program, may be recovered with federa dollarswith afederaly gpproved cost dlocation
plan. Theplansfor Fiscd Years 2000 and 2001 plans have not been gpproved resulting in
questioned costs of $2 million.

Undlowable Medicaid expenditures were incurred. In a sample of 208 Medicaid
expenditures, there were problems with 202 items, totaling $93,454 (federa share $46,867).
The most prevaent problem was a lack of Electronic Data Interchange (EDI) agreements,
which are providers attestation that they have appropriate medica records to support
eectronic clams.

Risk assessments were not performed for the Medicaid Management Information System
(MMIS). About $1.89 billion in claimswere processed through MMISin Fiscd Y ear 2000.
Federd regulations require abiennid risk analys's and security review of the system to help
identify problems to assst in developing strong controls over clams processing.

Eligibility errorswere found for individuas, totaling about $1,200, and for providers totaling
$43,000. For individuas, in one casetherewasinsufficient information to determineMedicad
digibility and in another case benefits were paid to an indigible individud. For providers, we
noted problems primarily involving alack of required documentation of necessary licensesand
regigtrations for 118 providersin asample of 208 payments.

Quadlity of careissues are aconcern a nursing facilities. There are requirements for assessing
quality of care a nuraing facilitiesaswell asrequired action plansfor care deficiencies. Public
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Hedth was found to lack focus on qudity of care and needs to improve citing of deficiencies
at fadilities. Training, supervison, and team building could improvethe assessment and follow-
up on care issues noted during ingpections.

Duplicate payments and service provision systems exist for mental hedth services at the
Department of Human Services. We found that Regiona Centerswere being paid for mental
hedthservicesthat may have aready beenincluded in the basefor capitation payments. About
$452,000 in capitated payments could be removed from the base and transferred to the
Regiond Centers and developmenta disabilities system without significantly impacting retes.
These funds could serve people on waiting ligts.

G Children’s Health Insurance Program - Health Care Policy and Financing. The Children's
Basic Hedth Plan (CBHP) provides subsidized hedthinsurancefor childreninlow-incomefamilies
not eigible for Medicaid. We found problems in the following aress:

Adminigtrative expenditures are excessve. For each dollar spent on CBHP, about 27 cents
of this amount is gpent on adminigration. We found that the complexity of the adminigrative
structure, combined with therelatively small number of children served and start up costs, have
contributed significantly to adminigrative codts.

Bighility discrepancies exigt within CBHP. Under the CBHP date digihility rule, a child's
socid security number is required;, however, federd guidance states that socia security
numbers should not be required. CBHP digibility rules also require that an dien resident
identification number be provided; however, in practice self-declarations are accepted.
Additiondly, therewerediscrepanciesin 4 out of 20 digibility filessampled, potentidly leading
to clams being erroneoudy paid or denied.

Retroactive enrollment changes are not treated gppropriately. Reconciliations are not
performed on retroactiveenrollment changesand necessary adj usmentsto capitation payments
are not being made. During April and May 2000 there were 61 retroactive disenrollment
adjustments that should have resulted in dmost $14,000 in reductions to capitation payments
made to providers.

Coordinationis lacking with the Medicaid program. Between May 1999 and April 2000 we
found that 1,830 out of 15,691 CBHP children were smultaneoudy enrolledin CBHP and the
Medicaid program. We estimated that this cost the State approximately $242,000 in excess
capitation payments. We dso noted that for the first 10 months of Fisca Y ear 2000, CBHP
referred 5,353 gpplicantsto county departments of socia services aspotentidly being digible
for Medicaid rather than CBHP. Asof the end of April 2000, only 1,252 referras had been
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resolved. These delays in finalizing applications could cause families to postpone needed
medica carefor their children.

Premium records were not accurately maintained for families enrolled in CBHP. The
Department's adminigtrative contractor, Child Health Advocates (CHA), is responsible for
charging and collecting monthly family premiums. CHA was dlowed to "archive' or
discontinue follow-up on amounts totaling $292,600 because of problems with maintaining
accurate records of amounts owed to the program. Of this amount, about $67,500 remains
outstanding. We aso noted problemswith 14 of the 67 premium accountstested. We found
families were charged for some premiums not owed and at the same time were not billed in a
timely manner for other premiums owed.

No mechanism exists to ensure that CHA complies with federa requirements for CBHP.
About $18 million out of the $18.5 million of expendituresfor CBHPinFiscd Y ear 2000 were
directly or indirectly controlled by CHA, because CHA performsmany administrativefunctions
induding digihility determination and enrollment. If the Department were to classfy CHA as
a subrecipient for federa award reporting purposes, CHA would be required to have an
annud audit that would evauate its compliance with federa requirements.

G Research and Development - Department of Higher Education. We found the following
problems in various Universties and Colleges:

Universty of Colorado. An individua working on the Nationd Science Foundation grant
within the Center for Spoken Language was overpaid approximately $6,800 over aperiod of
three months. When the employee was reduced to part-time status, he continued to receive
hisfull-timesdary. We dso noted concernswith federaly-purchased equipment. Insufficient
equipment records were maintained at the Colorado Springs campus and some federd assets
that were disposed of did not have the required internal gpprova at the Boulder campus.

Metropolitan State Collegeof Denver. The Rocky Mountain Teacher Education Collaborative
grant was overcharged $37,112 in salary expenditures. The overcharge rdated to a sdary
dlocation. The dlocation changed and the payroll department was not notified and continued
to charge the grant at the previousrate.

School of Mines. The Univerdty desgnates a principad investigator as the individud
responsible for gpproving grant expenditures submitted by a subrecipient. While proper
supervision of subrecipients may be occurring, documentation was not available to support
proper monitoring of subrecipients.
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G Student Financial Aid - Department of Higher Education. Wefound thefollowing problems
in various Universities and Colleges

» Univergty of Southern Colorado. No reconciliation was performed between the University’s
genera ledger and the subsidiary system used to track loans receivable for Perkinsloans. We
found an unreconciled discrepancy of about $237,000 at June 30, 2000. We aso found that
documentation in some individud loan files was not sufficient and failed to include items such
as exit interview information.

*  Western State College. A discrepancy of over $20,000 was found between the federd
financia aid posted on the generd ledger and the amounts reflected on the financid ad office
records a the college. Efforts by the College to reconcile this difference identified
gpproximately $4,000 of funds that were overawarded and were required to be returned to
the federd programs.

» School of Mines. The University lacks adequate policies and procedures regarding
documentation to be maintained for students recelving aid. Consequently, we found that a
conflicting policy existed for determining satisfactory academic progress. Also, insufficient
documentation was available to demondtrate that lenders were notified, and that appropriate
counsdling sessions were performed for students borrowing for the first time and students
leaving schoal for the Federa Family Education Loan program.

G Food Stamps - Human Services. The Depatment is not citing counties for al instances of
noncompliance found during county Ste vidts, reports are not adways issued promptly to the
counties; and follow-up on noncomplianceissuesisnot dways timey. Of particular concernisthe
Department’ s oversght of the Denver Department of Socid Services, which accounts for about
26 percent of the State' s Food Stamp program participants. The Department had not addressed
severa deficienciesin the Denver Food Stamp office noted in a1998 audit of the State’ sElectronic
Bendfit Payments card system. The Department should strengthen its oversight of counties to
ensuredeficienciesare addressed and to improve the State’ s payment error rate for Food Stamps.

G Block Grantsfor the Treatment of Substance Abuse - Human Services. The Department
did not review 3 out of 4 annuad independent audit reports for Managed Service Organizations
(MSOs). As required, MSOs contracted with 37 drug and alcohol abuse centers to provide
services to about 199,000 individuasin Federa Fisca Y ear 2000.

G Byrne FormulaGrant Program - Public Safety. Thisgrant isoneof thelargest sources of non-
operating law enforcement monies available for sysems and program improvements in the State.
We noted severa areas for improvement, as follows:
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Salary charges to federal programs are not adequately supported. Pay activity reports
reflecting actud time spent on each federa program are not maintained to support chargesto
grants. Therefore, required quarterly reconciliations between actud time worked and time
dlocations could not be performed as required by federal guiddines. We aso noted that
vacation and sck leave was not charged equitably among grants.

The Cash Management Improvement Act (CMIA) is not followed. Public Safety is subject
to, but is not following CMIA, which requires agencies to follow specific time frames for
federal grant expenditure rembursement to minimize logt interest to ether the federd
government or the State. As a result, for the months tested the State lost approximately
$6,000 in interest.

Sitevidt plansareinadequate. Sitevidtsof subgranteesare not conducted in accordancewith
departmenta policy. Internd policy requires Ste vistsin a variety of circumstances based on
such factors asrisk and dollar vaue of the subgrant. At the current rate of scheduled vigts, it
would take over 15 yearsto visit each subgrantee.

Federal Financid Status Reports are inconsstent. We found that program income was not
reported accuratdly, administrative expenditures for the match portion of the grant are not
reported in atimely manner, and that unliquidated obligations are not properly reported.

Cash Management Improvement Act (CMIA) - Treasury. The U.S. Treasury - State
Agreement ligs the federal programs that are covered by CMIA, the funding techniques, draw
patterns for each agency, and the methods of cdculating Sate and federd interest liahilities. The
Department does not determine if state agencies are following the prescribed draw patterns and
related provisions of the Cash Management Improvement Act. Failureto follow the gppropriate
draw patternscanresult in aninterest liability dueto thefederd government or lost interest earnings
to the State.

Financial Reporting

The State Controller’ s Office minimizes the risk of inaccurate financid reporting by establishing standard
policies and procedures. However, we found that processes at some State agencies could be improved

asfollows

G Revenue. We found problemsin processing and recording various taxes as follows:.

Procedures are lacking over estimated tax payments. Manua adjustments are made to
taxpayer accounts but are not always adequately reviewed. A problem account may be
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temporarily canceled fromthe system, but never uncanceled, impairing needed follow-up. In
addition, needed billings are not generated in atimely manner.

» Deficendeswerefound in the processng and review of installment payments on estate taxes.
Inareview of 5 out of 18 tax files, we found that principa and interest is caculated manualy
and not reviewed by a supervisor, that thereis no method for identifying late payment or non-
payment of ingalments, and thet late filers are not dways billed in atimey manner.

* Income taxes on wages earned through June 30 are not consistently factored into the accrua
caculation of revenue for frequent filers. Without using awage withholding methodol ogy thet
aways accrues taxes through June 30, the Department islacking basic financid informationto
consgtently caculate income tax revenue.

G Corrections. The Depatment's total inmate hedlth care costs for Fisca Y ear 2000 is estimated
to be $13,664,000, of which $11,047,000 has been paid as of June 30, 2000. The remaining
ligbility was understated by $664,000. Incurred but not reported claims should be supported by
an acceptable mathematica mode that would be consstent from period to period.

G Education. The Department failed to record a $1.5 million invoice in Fisca Year 2000. An
invoice for services received in February 2000 was recorded in Fiscal Year 2001.

G Military Affairs. All transactions were not recorded properly at fisca year-end. Construction
projects were not tracked separately, assetswere overstated dueto atransfer of assetsto another
agency, and utility invoices, totaling about $61,000, were not recorded in the proper period.

G Natural Resources. We have noted problemsin the past and continue to find issues with the
Divison of Wildlife's handling of hunting and fishing licenses. Excess inventories of licenses are
being maintained, and voided hunting and fishing licenses are not being tracked separately from
other returns.

Internal Controls Expenditures. The State has established procedures for making payments
to vendors and has recently begun increasing its use of credit cards. We noted specific problems at the
following agencies

G Human Services. We found severd payment problemsin the following arees:

» Controls over purchasing cardsarelacking. Inasampleof 40 credit card purchases, wefound
problems with 23 items, including purchases by unauthorized cardholders, inappropriate
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purchases, circumvention of spending limits, and inadequate supporting documentation for
purchases.

» Disaility Determination Services Divison (DDS) is not making timely payments to vendors.
Inatest of 97 payments, 52 were made 45 or more days after the invoice was received by
DDS.

G Public Safety. Almost haf of the 25 credit card expenditures tested (totaling $9,000) were not

approved. The expenditures lacked a supervisor's signature, as required by the Department’s
policies.

Historical Society. Threeout of 25 transactionstested were paymentsfor duplicateinvoices. The
vendors returned the duplicate payments in al 3 cases. Because payments were detected by
vendors and not the Society, thereisarisk that other duplicate payments may have occurred but
not have been detected.

Revenue. Controlsarelacking over thereview of earned income credits, which are available for
low-income Colorado residents. We found that 5 returns in a sample of 60 were calculated
incorrectly, this resulted in over-refunds to taxpayers, totaling about $1,350. We dso found that
27 returns in the same sample did not include the required supporting documentation.

Payr oll/Per sonnel: The Statehasstandard personnel proceduresin placeto ensureaccuratepayroll.
However, we found areas where improvements can be made. Problem areas include:

Agriculture. In atest of 25 employee files, we found three performance eva uations were not
performed timely as required by state statute. We dso noted alack of or conflicting information
in personnd files, including three W-4's with incomplete or missing informetion.

Human Services. We found that in some instances employees hours are erroneoudly recorded
as overtime shift hours rather than non-overtime shift hours because of deficiencies in the
timekesping system  In addition, not al timesheets contain documented evidence of supervisory
gpproval, and reconciliationsare not always adequate between the expected payroll onthe State' s
payroll system and payroll information obtained from departmenta sources.

Judicial. A performance evauation was erroneoudy done on a contract employee. Applying
sdaried employee personnd policiesto contract employees could be exposing the Department to
a liability. A written policy for trestment of contract employees and clarification between
contractual employee arrangements versus sdaried employee positions could circumvent potentia
problems.
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Recommendation L ocator

The following Recommendation Locator is organized by recommendation. It includesthe pagewherethe
recommendation can be found, the comment, and the agency’s responses. In addition, the Appendix
contains a Locator organized by department. Additiona columns have been added to provide the
information necessary to meet Single Audit reporting requirements.  The CFDA No./Compliance
Requirement/Federal Entity columnindicatesthefederd program, typeof compliancerequirement by | etter,
and gpplicable federal agency. The contact for the Corrective Action Plan designates the state agency
contact person. For those findings not subject to the Single Audit Act, the CFDA No./Compliance
Requirement/Federd Entity column will be marked not gpplicable.

Summary of Progressin Implementing Prior Year Recommendations

This report includes an assessment of the disposition of prior audit recommendations reported in the
Statewide Single Audit Reports and the Statewide Financia and Compliance Audit Reports for Fisca
Y ears 1996 through 1999. If arecommendation was reported in both reports, it is only included oncein
the following table.

Statewide Single and Financial Audit Reportsfor Fiscal Year:
Total 1999 1998 1997 1996
Implemented 32 15 12 4 1
Partidly Implemented 21 15 4 2 -
Not Implemented 11 6 3 1 1
Deferred 5 3 1 1 -
Total 69 39 20 8 2




RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
1 34 The Department of Agriculture should ensure that all employees Agree 7/31/2001
receive a timely annual performance evaluation.
2 35 The Department of Agriculture should improve its review of Agree 10/277/2000
employee personnel files by verifying that withholding
documentation is accurate and complete.
3 38 The Department of Corrections should record a liability for its Agree 6/30/2001
incurred but not reported claims, using an acceptable mathematical
model that would be consistent from period to period and should
obtain an understanding of the recent increases in its healthcare
costs.
4 42 The Department of Education should monitor the recording of Agree 6/30/2001
expenditures at year-end to ensure that they are recorded in the
proper period.
5 44 The Department of Health Care Policy and Financing should Agree 6/30/2001

complete cost allocation plans for Fiscal Years 2000 and 2001 and
periodically allocate indirect costs between Medicaid and the
Children’s Basic Health Program during the fiscal year.

-11-
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
6 49 The University of Colorado at Colorado Springs should strengthen Agree 3/31/2001
its processes over fixed assets to ensure such assets are
safeguarded, records are maintained, and disposals are handled in
accordance with applicable federal, state, and University
guidelines.
7 51 Metropolitan State College of Denver should improve procedures Agree 1/31/2001
over monitoring grant expenditures.
8 52 Western State College should implement a procedure whereby the Agree 1/31/2001
amount disbursed for federal and Colorado work-study in the
payroll system is reconciled monthly with the financial aid system.
9 54 Colorado Historical Society should require that (a) all museums Agree Part a: 11/1/2000

submit cash register tapes with revenue remittances, (b) museums
explain and void sales made in error, and (c) cash overages and
underages be tracked.

Part b and c:
3/1/2001

-12-
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
10 56 The Colorado Historical Society should strengthen management Agree 11/15/2000
controls over the processing of payment voucher transactions to
prevent duplicate payments to vendors and review all 2000
expenses for duplicate payments.
11 62 The Department of Human Services should revise the Purchasing Agree 2/1/2001
Card Manual and conduct routine staff training on the proper use
of purchasing cards.
12 63 The Department of Human Services should improve the audit Agree 2/1/2001
process for the purchasing card program by performing monthly
reviews of transactions or cardholders, documenting audit
procedures, and enforcing disciplinary action when necessary.
13 66 The Department of Human Services should ensure payroll Agree Part a: 1/31/2001

expenditures are accurate by (a) working with the vendor for the
KRONOS payroll system to resolve problems, (b) implementing
controls to compensate for errors, (c) reviewing payroll since the
implementation of KRONOS, and (d) performing adequate payroll
reconciliations between CPPS and agency information prior to the
issuance of payroll.

Part b: 3/31/2001
Part c: 6/30/2001
Part d: 12/31/2000

-13-
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
14 68 The Department of Human Services should require documentation Agree 3/31/2001
of supervisory approval on all time sheets for those employees
eligible for overtime and shift pay.
15 69 The Department of Human Services should ensure that the Agree 8/31/2000
Disability Determination Services Division makes payments to
vendors in a timely manner.
16 72 The Department of Human Services should eliminate duplicate Disagree —
payment and service provision systems for mental health services
at the Regional Centers.
17 76 The Department's internal legal department should establish and Agree 6/30/2001

distribute to supervisory personnel a written policy that includes
detailed descriptions for the treatment of contract employees and
clarification between contractual employee arrangements and
salaried employee positions.

-14-



RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
18 78 The Office of the Public Defender should separate the function of Agree 6/30/2001
preparing the cash receipts log and recording the receipt on the
State's accounting system and designate a third person to account
for all cash receipt numbers and review the amount recorded on the
State's accounting system.
19 78 The Attorney Regulation Agencies Accounting Office should Agree 6/30/2001
segregate the duties of handling cash, preparing the deposit, and
maintaining the general ledger.
20 80 The Department of Law should implement review procedures for Agree 7/1/2000
the Uniform Commercial Credit Code fee payments and refund any
excess to the lenders.
21 85 The Department of Military Affairs should ensure that controls Agree 6/30/2001
over accounting functions are operational so that all transactions
are recorded properly at fiscal year-end.
22 88 The Division of Wildlife should improve controls over license Agree Part a: Ongoing

inventory by (a) reducing excess license inventories, and (b)
tracking voided licenses separately.

Part b: 1/31/2003
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
23 91 The Oil and Gas Conservation Commission should ensure that all Agree 6/30/2002
deposits are in compliance with statutory and other legal
requirements that require deposits be held in public depositories.
24 92 The Division of Minerals and Geology should ensure that all Agree 8/31/2002
deposits are in compliance with statutory and other legal
requirements that require deposits be held in public depositories.
25 95 The Department of Public Safety should strengthen controls over Agree 3/31/2001
the approval of credit card expenditures.
26 95 Colorado State Patrol should require its local offices to verify Agree 12/1/2000
approvals of credit card transactions before input into the State's
accounting system.
27 97 The Division of Criminal Justice should develop procedures for Agree 1/1/2001
tracking time worked so that salary charges to federal programs are
adequately supported.
28 98 The Division of Criminal Justice should develop a schedule so that Agree 12/31/2001

audits of community corrections vendors are completed at least
every three years to ensure vendor compliance.
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Rec.
No.

Page
No.

Recommendation
Summary

Agency
Response

Implementation
Date

29

102

The Department of Revenue needs to evaluate its policies and
procedures related to estimated tax payments and streamline the
process by reviewing manual adjustments, automating the method
of following up on inquiry letters sent to taxpayers, developing
controls over the use of cancellation codes, and reviewing reports
of pending deficiency notices more frequently.

Agree

11/03/2000

30

105

The Department of Revenue should ensure that earned income
credits are accurate by testing that its edits for rejecting tax returns
are functioning correctly, and evaluating it methods of ensuring
accuracy when incomplete returns are submitted.

Agree

12/31/2001

31

107

The Department of Revenue should develop written policies and
procedures for processing and reviewing estate tax installment
payments to include (a) consistent follow-up to ensure that billings
to late filers are timely, (b) the establishment of methods for
identifying late payments or non-payments, and (c) a requirement
that interest and principal be automatically calculated and reviewed
for accuracy.

Agree

Parts a and c:
09/30/2000

Part b:
10/01/2000
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
32 109 The Department of Revenue's Tax Conferee Section should  Parta: Agree Part a: 06/30/2001
improve its tabulation process for recording revenue, payables, and
receivables in the State's accounting system by (a) requiring that Part b: Part b:
schedules prepared for determining receivable and payable tax  Partially Agree 6/30/2001
accruals be reviewed by a supervisor and (b) linking detailed
spreadsheets to summary spreadsheets to minimize the risk of
carrying over inaccurate amounts from the detailed schedule.
33 110 The Department of Revenue should improve its existing wage Agree 6/30/2001
withholding accrual methodology so that it is consistently accruing
taxes through June 30.
34 121 The Department of Health Care Policy and Financing should Agree 3/31/2001

ensure payments are made only for allowable costs under the
Medicaid program by implementing control procedures so that
third-party resources are exhausted, requiring current Electronic
Data Interchange agreements for every provider, and monitoring
pharmacy providers’ compliance with newly adopted requirements.
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Rec.
No.

Page
No.

Recommendation
Summary

Agency
Response

Implementation
Date

35

123

The Department of Health Care Policy and Financing should
ensure adequate controls are in place over automated systems for
the Medicaid program by performing and documenting the
required analysis under federal regulations for the Medicaid
Management Information System (MMIS), and consider including
a requirement that the fiscal agent obtain an independent
assessment of controls over MMIS.

Agree

6/30/2001

36

125

The Department of Health Care Policy and Financing should work
with the Department of Human Services to ensure all Single Entry
Points are maintaining adequate files for Medicaid-eligible
beneficiaries, and establish control procedures to ensure claims are
not paid for an individual who is ineligible for benefits.

Agree

Ongoing

37

127

The Department of Health Care Policy and Financing should
ensure that expenditures are made only to eligible providers and
require documentation of a current provider agreement and
applicable provider licenses and registrations.

Agree

7/1/2005

38

128

The Department of Health Care Policy and Financing should
ensure all necessary information is maintained and requirements
met regarding complaints under the Medicaid Managed Care
Program and the Program of All-Inclusive Care for the Elderly.

Agree

Ongoing
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Response

Implementation
Date

39

130

The Department of Health Care Policy and Financing should
improve documentation of fraud and program integrity cases by
requiring that case files contain all required supporting
documentation and approvals.

Agree

7/1/2001

40

132

The Department of Health Care Policy and Financing should
review regulations for determining the type of cost audits to be
performed at long-term care facilities and current practices by
evaluation risk assessment methodology, assessing the
appropriateness of thresholds, and proposing legislative changes as
necessary.

Agree

7/1/2001

41

135

The Children’s Basic Health Plan Policy Board and the
Department of Health Care Policy and Financing should identify
options for reducing administrative layers and costs for the
Children's Basic Health Plan, including options for alternative
structures and delivery systems. Recommended changes should be
submitted to the General Assembly as needed.

Agree

1/1/2001
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date

42 137 The Children’s Basic Health Plan Policy Board should revise the Agree 9/30/2000
eligibility rule to (a) reflect federal guidance stating that Social
Security Numbers are not required as a condition of eligibility and
(b) require verification of income for the same time period used to
calculate gross family income for the purpose of eligibility
determination.

43 137 The Department of Health Care Policy and Financing should Partially Agree  Contingent upon the
ensure enforcement of state and federal requirements to provide Health Care
documentation of alien registration numbers. Financing

Administration

44 140 The Department of Health Care Policy and Financing should Agree Part a: 8/15/2000

ensure capitation payments for the Children's Basic Health Plan are
accurate by (a) performing monthly reconciliations for provider
payments to identify retroactive enrollment changes and making
necessary adjustments to payments and (b) requiring appropriate
communication among staff regarding all adjustments to
enrollment records.

Part b: 8/1/2000

21-



RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
45 142 The Department of Health Care Policy and Financing should work Agree 9/15/2000
with the Department of Human Services to identify on a monthly
basis instances in which children are simultaneously enrolled in the
Children's Basic Health Plan and in the Medicaid program.
Erroneous enrollment records and provider payments should be
corrected in a timely manner.
46 145 The Department of Health Care Policy and Financing should Agree 8/1/2000 and
ensure adequate controls over premium administration. ongoing
47 146 The Department of Health Care Policy and Financing should Agree 8/1/2000
ensure that the new information system premium administration is
adequate to meet program requirements and addresses problems
with the present system.
48 148 The Department of Health Care Policy and Financing should Agree 6/30/2000
develop and implement a mechanism to ensure the administrative
contractor complies with federal requirements.
49 150 The Department of Health Care Policy and Financing should Agree 9/30/2000

ensure applications referred between the Children’s Basic Health
Plan and Medicaid program are processed timely.
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
50 152 The Department of Health Care Policy and Financing should Agree 10/1/2000
ensure consistent and accurate eligibility data are reflected on-line
at Anthem and Child Health Advocates.
51 155 The University of Colorado at Boulder should strengthen its Agree 3/31/2001
processes to ensure allowable costs are charged to grants within the
Center for Spoken Language Research.
52 156 The University of Colorado at Boulder should ensure proper Agree 6/30/2001
authorization is obtained prior to disposition of federally funded
equipment.
53 158 The University of Southern Colorado should ensure that all Agree 6/30/2001
documentation required by the Department of Education is
included in the borrower’s federal Perkins loan file, and perform
a detailed review of the federal Perkins Loan Program database
(Greentree).
54 161 The Colorado School of Mines should improve subrecipient Agree 3/31/2001

monitoring.
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
55 162 The Colorado School of Mines should establish and document a Agree 11/30/2000
consistent policy for determining satisfactory academic progress.
56 163 The Colorado School of Mines should improve the process for Agree 11/30/2000
notification to lenders and counseling of students who are first-
time borrowers and students leaving school.
57 164 The Colorado School of Mines should improve documentation of Agree 11/30/2000
student aid files.
58 170 The Department of Human Services should enforce state and Agree Parts a and c:
federal requirements for the Food Stamp program including (a) 1/1/2001
citing counties for all instances of noncompliance in monitoring Parts b and d:
reports issued on county site visits, (b) following up in a timely 7/1/2001
manner on instances of noncompliance, (c¢) issuing monitoring
reports to counties in a timely manner, and (d) ensuring that
corrective action plans are received from counties within 30 days
of the issuance of the monitoring report.
59 171 The Department of Human Services should update its Electronic Agree 2/1/2001

Benefits Transfer policies to specify a timeframe for cards returned
due to damage or malfunction.

4.



RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
60 172 The Department of Human Services should perform reviews of Agree 12/31/2000
annual independent audit reports for all subrecipients as required
under the federal Single Audit Act and follow up on problems
identified as necessary.
61 173 The Division of Child Support Enforcement should ensure Agree 8/31/2000
appropriate actions are taken on child support cases.
62 176 The Division of Child Support Enforcement should continue to Agree 1/1/2001
work with the counties that are not in compliance with state child
support regulations and impose sanctions on those counties that
have ongoing problems with compliance and that do not make
good faith efforts to improve.
63 188 The Health Facilities Division should increase focus on quality of Agree 3/31/2001
care and deficiency citing through training, supervision, and
teambuilding.
64 190 The Health Facilities Division should improve its oversight of Agree Implemented

employee conflicts of interest by requiring staff to complete and
update their conflict-of-interest statements.
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
65 195 The Division of Criminal Justice should ensure compliance with Agree 12/31/2001
the Cash Management Improvement Act by making draws in
accordance with the Agreement, and including indirect costs
proportionately in each drawdown.
66 196 The Division of Criminal Justice should develop a schedule to Agree 7/31/2000
satisfy the objectives stated in the Strategic Plan as well as in its
internal policies.
67 198 The Division of Criminal Justice should develop procedures to Agree 1/1/2001
improve the accuracy of its federal Financial Status Reports.
68 200 The Treasurer's Office should ensure that the State is in compliance Agree 12/31/2000
with the Cash Management Improvement Act and that transfers of
funds are made in a timely manner between federal and state
agencies.
69 202 The Treasurer's Office should review the current U. S. Treasury - Agree 12/31/2000

State Agreement to ensure that only programs that are subject to
the Cash Management Improvement Act are included in the
Agreement.
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Compliance Requirements Federal Entities

(A) Activities Allowed or Unallowed DHHS-- Department of Health and Human Services
(B) Allowable Costs/Cost Principles DOA - Department of Agriculture
(©) Cash Management DOD - Department of Defense
(E) Eligibility DOE - Department of Education
(F) Equipment and Real Property Management DOEN - Department of Energy
(G) Matching, Level of Effort, Earmarking DOJ - Department of Justice
J) Program Income EPA - Environmental Protection Agency
(L) Reporting NASA - National Aeronautic Space Administration
M) Subrecipient Monitoring NSF - National Science Foundation
(N) Special Tests and Provisions OPM - Office of Personnel Management
SSA - Social Security Administration
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Summary of Auditor’s Results

Financial Statements
Type of auditor’s report issued: Unqualified.
Interna control over financia reporting:

C Materid weaknesses identified? yes _X no

C Reportable conditions identified

that are not considered to be

materia weaknesses? X __yes none reported
Noncompliance materid to financid

statements noted? yes _ X no
Federal Awards

Internd control over major programs.

C Materid weaknesses identified? yes _ X no

C Reportable conditions identified
that are not considered to be material
weaknesses? X __yes no

Type of auditor’s report issued on compliance for mgor programs. Unqualified

Any audit findings disclosed that are
required to be reported in accordance
with section 510(a) of Circular A-133? X __yes no
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I dentification of mgor programs.

CFDA Number Name of Federal Program or Cluster

10.557 Specid Supplementa Nutrition Program for Women,
Infants, and Children (WIC)

14.228 Community Development Block GrantyState's
Program

15.UNKNOWN Roydties Management

16.579 Byrne Formula Grant Program

17.207 Employment Service

17.246 Employment & Training Assistance: Didocated
Workers

17.250 Job Training Partnership Act (JTPA)

20.205 Highway Planning & Congruction

66.802 Superfund State Site: Specific Cooperative Agreements

84.027 Specid Education: Grantsto States

84.276 Goals 2000: State and Local Education Systemic
Improvement Grants

93.558 Temporary Assistance for Needy Families (TANF)

93.563 Child Support Enforcement (CSE)

93.667 Socid Services Block Grant (SSBG)

93.767 State Children’ s Health Insurance Program (CHIP)

93.959 Block Grants for Prevention and Treatment of

Substance Abuse
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CFDA Number Name of Federal Program or Cluster
10.551, 561 Food Stamps Cluster
93.775, 777, 778 Medicad Cluster
Vaious Research and Development Cluster
Various Student Financid Aid Clusgter

Dallar threshold used to digtinguish
between type A and type B programs: $9 million

Auditee qudified as low-risk auditee? X __yes no
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Department of Agriculture

| ntr oduction

The Department of Agriculture is respongble for regulating, promoting, and supporting
agricultura activities throughout Colorado. The Department performs services including
policy formulation, data collection, program ingpection, consumer information, and
regulation of the State’' s agricultura indudtries. In addition, it administrates and manages
the State Fair, whose audit is discussed in a separate report.  The Department of
Agriculture includes the following divisons

Commissoneg’ s Office and Adminidrative Services
Agriculturd Services Divison

Agriculturd Markets Divison

Brand Board

Colorado State Fair

OO OO OO

The Department of Agriculture was gppropriated $27.4 million and 285.6 full-time
equivaent gaff (FTE) for Fisca Year 2000. Approximately 30 percent of the funding is
from general funds, 68 percent is from cash funds, and 2 percent is from federa funds.
The following chart shows the operating budget by divison during Fisca Y ear 2000.

Department of Agriculture
Fiscal Year 2000 Operating Budget

by Division
(In Millions)
$4.6
$4.2 Commissioner's
Other Office

$8.0
Colorli\d'o Stat $10.6
air Agricultural
Services

Sour ce: Joint Budget Committee Fiscal Y ear 2001 Appropriations Report.
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Perfor mance Evaluations Need to Be
Conducted

Section24-50-118, C.R.S,, requiresthat certified state empl oyeesin the Executive Branch
be evauated on their performance annudly. The evauation is to be used as a factor in
determining compensation, promotions, demations, and terminations. A supervisor within
the state personnd system who does not perform annua eva uationsof hig’her subordinates
is to be suspended from work without pay for aperiod of at least one work week.

During our audit we found problemsin our review of 25 performance evaluations. Three
performance evduations were a least three months late, one of which had not been
completed since 1991. Without performance evauations, employees are not provided
the opportunity to discuss their performance and make improvements if necessary.

Recommendation No. 1:

The Department of Agriculture should ensure that adl employees receive atimely annuad
performance evauation.

Department of Agriculture Response:

Agree. The Depatment of Agriculture will have performance evauations
completed annualy for employees. Thiswill be implemented by July 2001.

Ensure Review of Payroll |nformation

The Department of Agriculture maintains a personnd file for each employee. Thefile
should contain a Sgned W-4 indicating the level of taxes the employee ingructs to be
withheld, personnel action forms of gpproved changes in pay grade or job status, and
benefit information. During our Fiscal Year 2000 audit we reviewed a sample of 25
personnd files and found the following problems with incomplete or missing information.
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*  Two W-4sdid not indicate marital status, yet taxes were withheld at the married
rate.

*  One W-4 had conflicting exemptions. The top portions of the W-4 showed one
alowance, but the bottom portion of the form totaing the alowances was blank.
The Department did not follow up with the employee, but instead caculated the
pay with no withholding exemptions.

The Department is not adequately reviewing information contained in employee personnel
files. Thiscould adversdly affect employeesand/or the Department. If taxesarewithheld
a a different rate than indicated on the W-4, the employee may be paid the incorrect
amount and may unexpectedly owe taxes.

Recommendation No. 2:

The Department of Agriculture should improve its review of employee personnd files by
verifying that withholding documentation is accurate and complete.

Department of Agriculture Response:

Agree. The Department will require marital status and number of exemptions be
filled out properly. The Department will follow up on uncompleted forms. Thetop
portion of the W-4 is the employee’s working copy and will not be filed in the
employee sfolder. This has dready been implemented.
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Department of Corrections

| ntroduction

The Department of Corrections manages the State's adult correctiond facilities and the
adult parole system. The Department al so operates the Prison Canteensand the Division
of Correctiond Industries. The canteens provide various persond itemsfor purchase by
inmates, including toiletries, snack foods, and phone services. Correctiona Industries
operates furniture manufacturing facilities, computer manufacturing facilities, a lesther
products shop, meta fabrication shop, aprint shop, variousfarming and ranching facilities,
Colorado State forms production and digtribution facilities, an automoative service gation,
and the Stat€e's license plate manufacturing facility. 1t aso manages the Stat€'s surplus

property.

The Department’s Fisca Y ear 2000 operating budget was approximately $437 million
with 5,338 full-time equivdent gaff (FTE). Adminigrative officesfor the Department are
located in Cafion City and Colorado Springs. Correctiona facilitiesarelocated throughout
the State and include Buena Vigta, Cafion City, Denver, Pueblo, Limon, Ordway, Delta,
Rifle, Golden, and Sterling.

The following comment was prepared by the public accounting firm of Baird, Kurtz &
Dobson, who performed audit work at the Department of Corrections.

| mprove M ethodology for Estimating
Accrued |nmate Health Care Costs and
Examine Increased Costs

The Department of Corrections has contracted with Colorado Access, a third-party
adminigrator, to administer heslthcare services for inmates. Colorado Access has
contracted with hedthcare providers for such services and makes payments to these
hedlthcare providers on behdf of the Department.

Asof June 22, 2000, Colorado Access performed alag andysis of the incurred but not
reported (IBNR) clams for purposes of establishing a year-end accrud for unpaid
hedlthcare costs. Colorado Access estimated the Department’ stotal hedlthcare costsfor
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Fisca Y ear 2000 to be $13,664,000, of which $11,047,000 has been paid as of June 30,
2000, according to the Department's accounting records.  Using these amounts, the
Department should have recorded a liability for unpaid heathcare costs as of June 30,
2000, in the amount of $2,617,000. Department personnd believed, however, that
Colorado Access's estimates were too high and recorded a liability in the amount of
$1,953,000, or $664,000 less than the Colorado Access estimate of ligbility. Therefore,
the actud estimated accrued liability recorded by the Department for unpaid hedthcare
costs as of June 30, 2000, was not determined using Colorado Access' s methodol ogy.

The analysisprepared by Colorado Access shows dramatic increasesininmate hedthcare
costsover the past two years. For the period ended June 30, 1998, representing 204,289
inmate months (i.e., one inmate for one month), the Department’ s average monthly costs
per inmate for healthcare was $50.59. For the year ended June 30, 1999, the average
annud cost per inmate for healthcare was $712.56. For the six months ended December
31, 1999, the average cost per inmate was $403.03, or $806.06 on an annudized basis.
For the six months ended June 30, 2000, the average cost per inmate based on actua
costs incurred to date, as well as remaining costs estimated by Colorado Access, was
$587.26, or $1,174.53 on an annudized basis. A portion of these dramatic increases has
been attributed to a more effective billing process at Denver Generad Hospita (DGH)
beginning in early 2000; prior to 2000, some inmate patient charges were not captured
resultinginlost revenuefor DGH and lower expensesfor the Department. 1t would appear
that these cost increases have made it difficult for Colorado Access to estimate aligbility
as of June 30, 2000, that is acceptable to the Department.

We understand that the Department has recently engaged aconsulting actuary firmto assst
with an analysis of the Department’ s hedlthcare codis.

Recommendation No. 3:

The Department of Corrections should record aliability for its incurred but not reported
dams which has been determined using an acceptable mathematical model that would be
consgtent from period to period. Any differences between the mathematicaly determined
lidbility and the amountsrecorded in the accounting records shoul d be quantified and based
on reliable and supportable data.

The Department of Corrections should also obtain an understanding of the recent increases
in its headthcare codts, to identify potentiad opportunities for cost savings and, if
appropriate, renegotiate contractua arrangements with the third-party administirator and
hedlthcare providers.
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Department of Corrections Response:

Agree. The Department does agree that it should attempt to improve on its
acocounting estimates for inmate hedthcare costs and isin the process of working
with consultants to help improve on the estimation process as well as examine
increased costs and potentia cost savings measures. The Department anticipates
completion of the medica cost review and improved estimation process by June
30, 2001.

Dueto alate revison of the estimated amount by the third-party administrator at
fiscd year-end, the Department did not have confidencein the administrator’ sfind
edtimate. The third-party administrator provided progressvely increasng
estimates for the fiscd year in the amounts of $10.6 million, $11.8 million, and
$13.7 million. The Department believed the find estimate was not religble and
modified the estimate usng a combination of the last two edtimates. The
Department does monitor its estimates for accuracy and attempts to improve its
edimation process on an ongoing basis. On the basis of a recent report dated
October 10, 2000, by the third-party administrator, it appears that the recorded
lidhility at June 30, 2000, was reasonable and an adequate estimate. The
Department redlizesthat it isdifficult to etimate theliability for theincurred but not
recorded hedlthcare claims and that it is subject to unknown variables.
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Department of Education

| ntroduction

Artide IX of the Colorado Condtitution places respongbility for the generd supervision of
the State’ s public schools with the Colorado State Board of Education (the Board). The
Department of Education isdirected by the Commissioner of Education and servesasthe
adminidrative arm of the Board, providing assistance to loca education agencies and
implementing adminigtrativerules. The Department’ smissonisto*® provideleadership and
sarvice to Colorado’s education community and, through collaboration with this
community, to promote high quaity learning environments, high academic performance
standards, and equitable learning opportunities for dl Colorado’s diverse learners.”

The Department’ s mission is carried out by the following units:

Office of the Commissioner. Provides for daeleve leadership of public
education in Colorado, as well as the administrative support services of the
Department.

Educationa Services. Develops and improves the adminigtrative capabilities of
locdl school didtricts, as well as provides for the accreditation process of the
schoal didricts.

Management, Budget, and Planning. Manages al resources for the Department,
both financial and human resources,

Professonad Services. Administers the Educator Licensing program and the
Professona Education program for the Department.

Specid Services. Ensuresthe provision of servicesto traditionaly under-served
populations incduding low-income children, children with disabilities, migrant
children, preschoolers and infants, and children at risk of dropping out of school
or being expdlled. Specid Services adso overseesthe programs at the Colorado
School for the Deaf and the Blind.

State Library and Adult Education. Oversees programs that aim to provide
leadership in adult education and library communities and to develop, promote,
and ddiver lifdong learning opportunities.
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* Colorado Schoal for the Deaf and the Blind. Provides comprehensiveeducationa
services to students who are deaf and/or blind.

The following comment was prepared by the public accounting firm of KPMG LLP, who
performed audit work at the Department of Education.

Apply Methodology Consistently for
Recording Year-End Expenditures

During our audit we found that a $1.5 million payment for contracted services was
recorded in Fiscal Year 2001 based on an invoice received in late July 2000 by the
Department. However, because the services were performed in February 2000, the
expenditure should have been recorded in Fiscal Year 2000. Had the Department
recorded the expenditure in the correct fisca yesar, it would not have resulted in abudget
overexpenditure.

Accounting standards require that expenditures be recorded in the period in which they
wereincurred. State agenciesshould be aware of outstanding expendituresfor which they
have not been billed.

The Department currently allows about three weeks after the end of a fiscal year for
recording expenditures to the current period. In this instance, the invoice was received
within the three-week period established by the Department. However, the Department
did not record the $1.5 million in the proper period, in violaion of its own internd policy
and accounting standards. Since the expenditure occurred in February, the Department
should have followed up to obtain an invoice for payment well before year-end. The
Department should follow itsown interna policies so that expenditures arerecorded inthe
proper period.

Recommendation No. 4:

The Department of Education should monitor the recording of expenditures a year-end
to ensure that they are recorded in the proper period.

Department of Education Response:

Agree. Transactions at fisca year-end will be monitored to ensure expenditures
are recorded in the correct fiscd year. Planned implementation is for the fiscal
year ending June 30, 2001.
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Department of Health Care Policy
and Financing

| ntr oduction

The Department of Health Care Policy and Financing (HCPF) is the state agency
responsible for developing financing plans and policy for publicly funded hedth care
programs. Theprincipa programsadministered by HCPF includethe Medicaid program,
which provides health services to eigible needy persons, and the Children’ sBasic Hedlth
Plan(CBHP), which furnishes subsidized hedthinsurancefor children 18 yearsor younger
in low-income familiesnot eigiblefor Medicaid. The Medicaid grant isthe largest federd
program administered by the State and is funded gpproximately equdly by federd funds
and gate generd funds. CBHPwasimplemented in Fisca Year 1998, and it servesasthe
State' s verson of the federal Children’s Hedlth Insurance Program. CBHP is funded by
approximately two-thirds federd funds and one-third state funds. 1t is marketed as Child
Hedth Plan Plus, or CHP+. During Fiscal Y ear 2000 the Department expended in total
amogt $2.09 hillion and had 162 full-time equivdent (FTE) staff. In Fisca Year 1999,
HCPF expended $1.91 hillion and had 159 FTE.

The public accounting firm of Baird, Kurtz & Dobson (BKD) performed the audit work
at HCPF as of and for the fiscal year ended June 30, 2000. During its audit BKD
reviewed and tested HCPF's internd controls over financid reporting and federd
programs, including compliance with certain state and federd lawsand regulaions
as required by generdly accepted auditing standards, Governmenta Auditing Standards,
and U.S. Office of Management and Budget (OMB) Circular A-133.

Obtain Approval for Cost Allocation Plans

Under federd regulations, entities that receive federd awards may be reimbursed for a
portion of indirect cogts for the program. Indirect costs, or overhead costs, arethose that
benefit more than one program. One example of these codts is a saff person who
performs accounting functions for multiple programs.  To recover indirect costs,
organizetions must develop an annua cost dlocation plan (CAP) that provides a
reasonable and consistent basis for dlocating indirect costs across the appropriate
programs. The CAP must be prepared in accordance with federa guiddines, and it must
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be submitted to and approved by the federal government. An approved CAP should be
in place prior to the beginning of each fiscd year.

During the Fiscal Year 1998 and 1999 audits, it was noted that the Department did not
have approved CAPsin placeto dlocate indirect costs, beginning with Fiscal Y ear 1995.
Over the last severd years, HCPF staff have worked to address this deficiency. During
the Fiscal Year 2000 audit, we found that the Department had submitted and obtained
approvd for dl CAPsthrough Fiscd Year 1999. The Department had not submitted a
CAP for Fisca Years 2000 or 2001.

The audit also found that in Fisca Y ear 2000 the Department did not charge a share of
indirect costs to CBHP until the end of the fiscal year. It would be more appropriate to
charge CBHPfor these costs on aperiodic basisthroughout thefiscal year asexpenditures
areincurred. Additionaly, Sncetherearelimitationsonfederal reimbursements states may
receive for adminidrative costs under programs like CBHP, it is important that the
Department closely monitor these types of expenditures for CBHP.

| mplementation of Additional Programs
and Impact on Indirect Costs

Without an approved cogt dlocation plan in place, the federal government could choose
not to continue reimbursing the State for the federa share of indirect costsincurred by the
Department, or the federd government could require that indirect costs previoudy
reimbursed be repaid. This would drastically increase the cost to the State for operating
the Medicaid program. Accordingly, the entire federa share of indirect costs claimed
under the Medicaid and Medicaid-related programs for Fisca Y ear 2000 in the amount
of $2,228,455 is questioned as to its appropriateness. (CFDA Nos. 93.777,
93.778—Medicaid Cluster—Allowable Costs (Cost Allocation Plan).)

Recommendation No. 5:

The Department of Health Care Policy and Financing should complete cost dlocation plans
for Fiscal Years 2000 and 2001 and submit them to the federa Hedlth Care Financing
Adminigration. The Department should ensure that gpproved plans are in place prior to
the beginning of thefiscd year. Additionaly, the Department should develop amethod to
periodicaly alocate indirect costs between Medicaid and the Children’s Basic Hedlth
Program during the fisca year.
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Department of Health Care Policy and Financing
Response:

Agree. The Department has invested a Sgnificant amount of time and effort over
the last 18 months to gain federa gpprova of the five cost dlocation plans for
State Fiscd Y ears 1995 through 1999. Wewill continue to prioritize the effort to
become current, which will occur no later than June 30, 2001. It must be
understood that with the approval of the cost dlocation plan for State Fiscal Y ear
1999, we now have afederaly approved cost alocation methodology. For Fiscal
Y ears 2000 and beyond, we will smply be reporting the results of the dlocations
that occur as aresult of the gpproved methodology. Thiswill be reported to the
federa government on a quarterly basis. Thus, there will be a least a quarterly
dlocation of indirect cods to the various programs administered by the
Department.
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Department of Higher Education

| ntroduction

The Department of Higher Education was established under Section 24-1-114, C.R.S,,
and indludesdl public educationingditutionsinthe State. It soincludesthe AurariaHigher
Education Center, the Colorado Commission on Higher Education, the Colorado Council
ontheArts, the Colorado Student L oan Division, the Colorado Historical Society, andthe
Divison of Private Occupationd Schools.

State public ingdtitutions of higher education are governed by six different boards. The
governing boards and the schools they oversee are:

* Board of Regentsof the University of Colorado
University of Colorado at Boulder
University of Colorado at Colorado Springs
University of Colorado a Denver
Hedlth Sciences Center

» StateBoard of Agriculture- Colorado State University System
Colorado State University
Fort Lewis College
University of Southern Colorado

* Trusteesof the State Colleges of Colorado
Adams State College
Mesa State College
Metropolitan State College of Denver
Western State College
Western Colorado Graduate Center

 State Board for Community Colleges and Occupational Education
(SBCCOE)
14 Community Colleges

* Trusteesof the Universty of Northern Colorado
Univergity of Northern Colorado

e Trusteesof the Colorado School of Mines
Colorado School of Mines
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Board of Regents of the University of
Colorado

The Board of Regents is condtitutiondly charged with the genera supervison of the
University and the exclusive control and direction of dl funds of and gppropriationsto the
University, unless otherwise provided by law. The University consists of four campuses:
Boulder, Hedlth Sciences Center, Denver, and Colorado Springs, as well as centra
adminigrative offices. Within the four campuses, 16 schools and colleges offer more than
140 fields of study at the undergraduate level and 100 fidlds at the graduate level.

University of Colorado

The University of Colorado was established on November 7, 1861, by Act of the
Territoria Government. Upon the admission of Colorado into the Union in 1876, the
University was declared an indtitution of the State of Colorado, and the Board of Regents
was established under the State Condtitution as its governing authority.

The following comment was prepared by the public accounting firm of KPMG LLP, who
performed work at the University of Colorado.

Processes for Fixed Assets Records Maintenance at
the University of Colorado at Colorado Springs
Should Be Improved

TheUniversity of Colorado at Colorado Springs (UCCS) ownshumerousequi pment items
ranging from computersto research equipment, which aretracked in acampus-devel oped
fixed asset system.  The UCCS equipment balance was $22,553,000 at June 30, 2000.
Hidoricaly, Physical Plant, under the Vice Chancdlor for Financeand Adminigtration, has
beenresponsblefor capitd equipment at UCCS. Physcd Plant’ s primary respongbilities
indude maintaining buildingsand grounds. However, it isaso responsiblefor capital asset
record keeping, disposd of surplus equipment, and coordinating an annud inventory.
Thesefunctionsare critica to ensuring proper safeguarding of UCCS assets, accurate and
complete financid reporting of capitd assets, and compliance with gpplicable laws and
regulations relating to capital equipment.

Federal regulaionsrequireingitutions of higher education to follow the provisonsof OMB
Circular A-110. Bascdly, the A-102 Common Rule and OMB Circular A-110 require
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that equipment be used in the program which acquired it or, when appropriate, other
federal programs. Equipment records shdl be maintained, a physca inventory of
equipment shal be taken at least once every two years and reconciled to the equipment
records, an appropriate control system shdl be used to safeguard equipment, and
equipment shal be adequately maintained. When equipment with a current per unit fair
market value in excess of $5,000 is no longer needed for a federd program, it may be
retained or sold with the federal agency’ s having aright to a proportionate (percentage of
federd participation in the cost of the origind project) amount of the current fair market
vaue. Proper sdles procedures shall be used that provide for competition to the extent
practicable and result in the highest possible return.

We noted that the UCCS did not maintain accurate and complete capita equipment
records. Specificaly, records could not be located supporting assets that were disposed
of in Fisca Year 2000. The UCCS did not record fixed asset disposals for Fisca Year
2000 in the financia accounting records.  Equipment purchases and transfers among
departments were inconsstently tagged and input into the campus asset tracking system.
Due to the lack of processes in place to maintain capital equipment records, there is an
increased risk that the Univerdty's assats are not safeguarded and maintained in
accordance with gpplicable federd, Sate, and University regulations.

The UCCS should examine its processes relating to capital equipment. Specificdly, the
UCCS should ensurethat accurate and compl ete inventory records are maintained, annua
inventories are completed, and gpplicable laws and regulations are followed.

Recommendation No. 6:

The University of Colorado at Colorado Springs should strengthenits processes over fixed
assets to ensure such assets are safeguarded, records are maintained, and disposals are
handled in accordance with applicable federd, Sate, and University guiddines.

University of Colorado Response:

Agree. The campus will strengthen its processes over fixed assets to ensure
compliance with federd, Sate, and University guidelines. The respongibility for
fixed asset recording and control, which currently lies with the Physical Plant
Department, will be moved to the campus Accounting Office.  The duties
associated with this function will be assgned to the plant fund accountant. The
plant fund accountant will adjust and reconcile asset recordsfor Fisca Y ear 2000,
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as well as review current procedures and implement changes to ensure proper
control in the future. Implementation will be completed by March 2001.

Trustees of the State Colleges of Colorado

The Board of Trustees of the State Collegesin Colorado (State Colleges) isthe governing
board for Adams State College, Mesa State College, Metropolitan State College of
Denver, Western State College, and the Western Colorado Graduate Center. The Board
of Trustees has oversight responghilities for the four state colleges and the Graduate
Center in the areas of finance, resources, academic programs, admissions, role and
mission, and personne palicies.

Metropolitan State College of Denver

Metropolitan State College of Denver serves a sudent population in the grester metro
Denver area. Section 23-54-101, C.R.S,, provides that Metropolitan State College of
Denver be a comprehensive baccalaureate inditution with modified open admission
standards.

The following comment and recommendeation was prepared by the public accounting firm
of Kundinger and Associates, P. C., who completed audit work at Metropolitan State
College of Denver.

| mprove Procedures Over Monitoring Grant
Expenditures

We noted that Metropolitan State College of Denver overcharged the Rocky Mountain
Teacher Education Collaborative grant (CFDA No. 47.076) $37,112 during the year
ended June 30, 2000. Theoverchargerelated to sdariesand benefits of individuaswhose
time was charged to the grant based on an dlocation of their time and effort. The
alocationpercentage carried forward from the prior year did not accuratdly reflect thetime
and effort of these individuds during the current year. The change in the dlocation
percentage was not timely communicated to the payroll department and, therefore,
continued to be charged to the program at the previous rate. In addition, the overcharge
was not detected by the Principal Investigator or Accounting Services due to the lack of
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detailed information available in the Banner accounting system, which prevented an
adequate review of the charges to the program. The overcharge was subsequently
identified by the pass-through entity, the University of Northern Colorado, and will be
corrected by reducing future charges to the grant in the amount of the overcharge.

Recommendation No. 7:

Metropolitan State College of Denver should improve procedures over monitoring grant
expenditures asfollows:

a. Detaledinformation of chargesto federal awards should be prepared or obtained
by the Principa Investigator and Accounting Services to facilitate the review
process.

b. The Principd Investigator and Accounting Services should perform monthly
reviews of chargesto federa grantsto ensure that the charges are proper and do
not exceed budget guidelines.

c. Changesin the grant program, including personnd time, should be communicated
to the appropriate department (e.g., payroll, accounting) in atimely manner.

Metropolitan State College of Denver Response:

Agree. Metropolitan State College of Denver will begin developing additiona
reports to assst the Principd Investigator and Accounting Services staff in the
review process. |naddition, Accounting Servicesstaff will work moreclosdy with
the Principa Invedtigators on a monthly basis to ensure tha the Principa
Investigators understand their reports and that any problems/issues are addressed
in atimey manner.

Western State College

Western State College is an undergraduate college of liberd arts and sciences. Section
23-56-101, C.R.S, provides that Western State College be a generd baccaaureate
indtitution with moderately sdlective admission standards.

The following comment and recommendation was prepared by the public accounting firm
of Chadwick, Steinkirchner, Davis and Co, P.C., who performed audit work at Western
State College.
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Reconciliation of Work-Study Payments

During our testing of A-133 compliance we reviewed controls over the posting of payroll
transactions and over the processing of student financia aid information. The College
disbursed over $450,000 in federd and Colorado work-study funds during the fiscal year
ended June 30, 2000. The amounts disbursed and posted through the payroll sysem are
not reconciled to those posted to each student on the financid aid system. For the year
ended June 30, 2000, this resulted in an initid discrepancy between the amounts over
$20,000 of federd financid aid posted on the generd |edger and the amounts reflected on
the financid ad office records.

Effortsby the Collegeto reconcile this differenceidentified approximately $4,000 of funds
that were overawarded and were required to be returned to the federa programs. The
College has taken action to return the funds to the federd government. Monthly
reconciliations of work-study funds would improve controls over student financia
assgance and reduce the risk of overawards occurring in the future.

Recommendation No. 8:

Western State College should implement a procedure whereby the amount disbursed for
federal and Colorado work-study in the payroll system isreconciled to the amount shown
as disbursed on the financial aid system. This reconciliation should be performed on a
monthly basis

Western State College Response:

Agree.

Colorado Historical Society

The Colorado Historical Society, founded in 1879, has statutory designation as an
educationa ingtitution of the State. It has exclusive control over the State's historical
monuments and in this capacity has the duty to survey suitable sites and structures for
higtoricd designation by the State. The Society is charged with adminigtration of a Seate
register of historic properties.
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During Fisca Y ear 2000 the Society operated on a budget of $21.9 million with 106.1
full-ime equivaent gaff (FTE). The following graph show the types of funding received
by the Colorado Historica Society.

Colorado Historical Society
Fiscal Year 2000 Funding Sources

(In Millions)
M usfléléms Federal Grants
$L. $.6 Private Gifts &
General Funds Gr;gts
025 '
Gaming
$16.5

Sour ce: Joint Budget Committee Fiscal Y ear 2001 Appropriations Report.

| mprove Controls Over Cash Receipts

The Colorado Higtorical Society operates 12 regiond museums. These museums are
located in the following Colorado cities Denver, Pueblo, Fort Garland, Platteville,
Georgetown, Leadville, La Jara, Trinidad, and Montrose. During our testwork we
discovered two deficiencies with the cash controlsin place asfollows:

At one museum we found that cash register tapes were not being
maintained. The Byers-Evans House, one of the regional museums, recorded
revenue for admissionsand sales of merchandise of about $19,000 for Fisca Y ear
2000. When revenue received by the Byers-Evans House is submitted to the
accounting department, an accompanying cash register tape is not submitted asa
record of retall sales or admissons. During our testwork we found that 13 out of
25 transactionstested rel ated to the Byers-EvansHouse. Noneof thetransactions
were supported by cashregister tapes. Wea so discovered that smilar operations
withinthe Society did provide cash register tapes as backup for revenue submitted
to theaccounting department. Without documentation such as cash register tapes,
there is no control to ensure that submitted revenue is correct and complete.
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Cash reconciliations are not done properly at one museum. The El Pueblo
museum recorded entry errors made on the cash register to the over/short account
rather than writing an explanation for the entry error and reconciling the cash
register tape to actua cash on hand. Asof May 31, 2000, there was a shortage
of approximately $900. The totd revenue earned for this museum through this
date was $24,459. The over/short account represents approximately 4 percent of
revenue earned by this museum. There is no evidence that voids, resulting from
error, are explained and approved. When there are actua cash overages and
shortages, they areaso recorded in thisaccount. Combining both theentry errors
and the actua cash overages and shortages will give a mideading picture of the
over/short account. It isnot possible for the Society to determine whether actua
cash was missing.

We reviewed the over/short accounts of al other museums and discovered that
these balances, as of May 31, 2000, ranged from $.08 under to $1,242 over.
Requiring museumsto account for their actud over/short will minimizetherisk that
al cash is not accounted for.

The Colorado Historica Society should require cash register tapes as support for revenue,
and cash reconciliation procedures at the museums. The Society may not be recording the
correct amount of revenue due to the way errors on the cash register are recorded at the
museums. The current practices could lead to revenue and cash being misstated.

Recommendation No. 9:

The Colorado Historica Society should:

a

Implement a policy that requires al museums to submit cash register tapes with
revenue remittances.

Require museums to void sdes made in error, provide an explanation for the
voided transaction, and get gpprova to void the transaction.

Determine when an actua instance of a cash over/short occurs, track these
overages and underages, and perform anaytica procedures to determine the
extent, amount, and reasonableness of their occurrence.
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Colorado Historical Society Response:

a. Agree. Most museumscurrently submit cash register tapeswith deposits. The
main exception has beenthe Byers-EvansHouse. However, it has never been
formdized in a policy. We currently have a generd procedure for al cash
remittances which will be updated to include the requirement that museums
ghdl submit cash register tapes with their revenue remittances. To be
implemented by November 1, 2000.

b. Agree. There are afew museum directors and their assistants who are not
suffidently trained on the operation of their cash registersto producetapesthat
agree with their deposits. More specifically, these saff do not know how to
void thelr duplicates. Since the turnover for the assstantsis quite high dueto
most being seasona employees, the Society shdl develop atraining program
for the museum directors that aso gives them the expertise to train thelr saff
to be proficient with the cash register. To beimplemented by March 1, 2001.

c. Agree. Thelack of training on the proper use of the cash register by some
daff created the artificid cash over/under by their not being able to void
duplicatesdesentries. Thetraining program, asoutlinedinresponseb. above,
should diminate most of the overages/underages. The Society cashier shdl be
made respongible for tracking, andyzing, and determining if there is an
underage problem a the museum. If there is the cashier will inform the
Controller for corrective action. To be implemented by March 1, 2001.

Prevent Duplicate | nvoice Payments

As noted earlier, the Colorado Historical Society has 12 regional museums. These
museums submit their invoices for purchases of items, such as supplies, utilities, pest
control, and resdeitems, to the Historical Society’ saccounting department wherethey are
paid on the museunm’ sbehaf. On some occasons, the museums will inadvertently submit
the same invoice to the accounting department for payment. The second request for
payment is made with a copy of the origind invoice.

During our testwork we discovered that 3 out of 25 transactionstested were for duplicate
invoices. While the totd dollar amount of duplicate payments was low, about $500, the
sampl€' s incident error rate was high. It should be noted that the three vendors that
received these duplicate payments returned the checks to the Historical Society. In dll
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three of these cases, the vendors detected the overpayments, not the Historica Society.
Conseguently, unless the vendors bring payment errorsto the Society’ s attention, thereis
arisk that the State will not be reimbursed for erroneous payments.

A policy of paying only from origina invoices, and not from copies, would prevent
duplication. If duplicate payment of invoicesisnot controlled, expenseswill beoverstated
and cash will be misgppropriated. Some vendors may not return the duplicate payments
to the Higtorical Society.

Recommendation No. 10:
The Colorado Historica Society should:

a. Strengthen management controls over the processng of payment voucher
transactions to prevent duplicate payments to vendors.

b. Review dl 2000 expenses for duplicate payments.

Colorado Historical Society Response;

a. Agree. The COFRS system helps avoid duplicate payments by not alowing
the same invoice number to be used with another voucher. It gives you an
error message. We will make sure that the accounts payable technician uses
the invoice number, or if no invoice number, the invoice date to avoid
duplicatesin the future. Also, if the technician is paying from an invoice copy
rather than the origind, she will beingtructed to check for aduplicate payment
ina COFRS table that records recent payments by vendor, invoice number,
and voucher number. To beimplemented immediately.

b. Agree. Whilethiswill take some time and effort to discover any duplicates
that may dill exist, it should be beneficid to determine if the system
antiduplication process is properly working or if staff is inadvertently not
properly using it. To be implemented by November 15, 2000.
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Department of Human Services

| ntroduction

The Department of Human Services (DHS) was created on July 1, 1994, to manage,
adminigter, oversee, and deliver human servicesin the State. The Department supervises
the adminigtration of the State’ s public assstance and welfare programs in addition to
operating anumber of facilitiesthat providedirect services. Someof the programsthat the
Department oversees are Temporary Assstanceto Needy Families, Food Stamps, Child
Support Enforcement, Aid to the Needy Disabled, and Aid tothe Blind. The Department’s
direct-care facilities include two state menta hedth ingtitutes, three regiond centers for
persons with developmenta disabilities, five sate and veterans nursng homes, and ten
youthcorrectionsfacilities. InFisca Y ear 2000 the Department expended approximeately
$1.6 billion and had 4,695.2 full-time equivdent saff (FTE). The following charts show
the operating budget by funding source and the divisong/offices with the largest FTE,
respectively, for Fisca Y ear 2000:

Department of Human Services
Ficpal Vear 2000 Operating Budget by Funding Sourse (In Mithons)

Chenseal Fundy $4575

N

Fedesal Funds $4949

Sour ce: Joint Budget Committee Fiscal Y ear 2000 A ppropriations Report.
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Department of Human Services

Divisionswith the Largest Amount of FTE

Division of Youth Corrections 880

Office of Self-Sufficiency 123

Health and Rehabilitation Services 328 Office of Operations 527

Information Technology 119

Direct Services 239

Sour ce: Joint Budget Committee Fiscal Y ear 2000 A ppropriations Report.

Genegrdly, wefound the Department to have adequate administrative and internd controls
in place to oversee its operations and meet state and federa requirements. However, we
noted that the Department needs to make improvements in ten areas to assg it in
effectivdly managing its responshilities.

| mprove Controls Over Purchasing Cards

Beginning in Fiscd Y ear 1999 the Department began the use of purchasing cards, which
are credit cards issued to gpproved staff for making single purchases under $3,000 for
Department business. The use of purchasing cards is a Satewide initiative to reduce the
time and cost of purchasng. Charges made with the card are the liability of the
Department unless the cardholder violates the terms of the card’'suse. Cardholders are
responsible for reviewing monthly statements of their charges, having their gpproving
officd review and Sgn the statements, and maintaining supporting documentation for
purchases.

During Fiscal Year 2000 the Department processed amost 12,600 purchasing card
transactions that accounted for nearly $1.9 million in expenditures. Asof June 30, 2000,
there were about 550 DHS employees that had departmental purchasing cards. Both
procurement and accounting staff a DHS have respongbilities for overseeing the
purchasing card program.
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Problems With Purchasing Card Transactions Were Noted

As part of our audit we reviewed a sample of credit card purchases made during Fisca
Year 2000. Overdl, we noted at least one problem with 23 of 40 items tested, or 58
percent of the sample. Specifically, we found:

C Twoingtancesin which chargesweremadeby Department staff other than
the authorized cardholder. Thisis an ingppropriate use of the cards. The
Department should ensure employees are clearly informed that cards should not
be shared and state this palicy in the Purchasing Card Manud.

C Nine instances in which cardholders made inappropriate purchases as
definedby the Purchasing Card Manual. Eight of these transactions were for
sarvices, dthough the Purchasng Card Manua dates that services are
ingppropriate purchases. However, Department accounting and procurement staff
indicate that they communicateto saff during training thet certain types of services
may be charged on apurchasing card. Therefore, the Purchasing Card Manua
is not conggtent with training provided to staff.

In one additiona transaction, fuel was charged on the card, athough the
Purchasing Card Manua states purchasing cards should not be used for thistype
of charge.

C Oneingtancein which acardholder circumvented the card’sspending limit
by splitting the pur chaseintothr eediffer ent transactions. Thepurchasewas
split into different transactions for $1,000, $385, and $500 for atotal of $1,885,
while the cardholder’ s single purchase limit was $1,000. The Purchasing Card
Manud prohibits splitting a purchase among transactionsin this manner.

C Sixinstancesin which cardholders did not maintain adequate supporting
documentation asrequired by the Purchasng Card Manual. The Manud
requires that origind documentation for purchases, or a Certification of Lost
Receipt form, be attached to the cardhol der’ s monthly statement of purchases. In
addition, the Manua statesthat receipts should be itemized with adescription and
quantity of each item purchased. Lack of documentation increases the risk that
purchases may be made for ingppropriate items.

Because cardholders had not maintained required documentation, we had to rely
on cardholders’ verba descriptions of theitems purchased. In two ingtances, we
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were unableto determineif the charges were gppropriate, since cardholders who
made the purchases are no longer with the Department.

C Twenty ingtances in which supporting documentation did not include
sufficient detail to allow usto deter mine the pur pose of the purchases. In
these cases, dthough staff had maintained some supporting documentation, they
did not state the purpose for the purchases—for example, the purpose for
purchasng food or a camera with state monies. As a result, additiond inquiries
were necessary to determine that the purchases were appropriate.

The Purchasing Card Manual does not require that cardholders include the
purpose of purchasesas part of supporting documentation. However, employees
are routinely required to state the purpose of various expenditures such as
rembursementsrelated to travel. Information on the purpose of specific purchase
card transactions should be arequirement, in order to assist individuas reviewing
these purchases to determine their gppropriateness.

C Sixingtancesin which monthly charges were not reviewed by cardholders
and/or approving officials. The Purchasing Card Manud statesthat cardhol der
and gpproving officid responshbilities incdude reviewing and sgning monthly
statements of charges.

C Twedve instances in which transaction account coding errors occurred.
Eleven transactions were charged to inappropriate object or expenditure codes,
and one transaction was coded to an inappropriate appropriation code.
According to the Purchasing Card Manual, each cardholder and the approving
officid are respongble for determining appropriateness of transaction coding and
forwarding changes to accounting staff when necessary. If purchases are
incorrectly coded, expenditures are not accurately recorded on COFRS.

Audit Process of Purchasing Cards Needs | mprovement

Our concern with the Department’ s controls over purchasing cards is eevated because,
inaddition to the above, wefound that the review process performed by procurement staff
at DHS of cardholder purchases is limited and not well-defined. We noted the following:

C Reviewsarenot performed routinely and limited samplesweretested. The
Purchasing Card Manua states that an audit of al cardholders with transactions
was scheduled for gpproximately one month after the program was implemented.
However, dueto staffing limitations, the Department did not audit any cardholders
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transactionsin Fiscal Year 1999. In addition, for purchases madein Fisca Year
2000 the Department conducted only limited audits of 20 cardholders, or
gpproximately 3 percent of dl cardholders, during the year. Also, sample
purchases were tested for only two months of Fisca Y ear 2000.

C Procedures for conducting reviews, including follow-up procedures to
ensure errors identified are addressed, are not documented. Although
procurement staff developed aformfor reporting the results of their audits, DHS
has not documented specific steps outlining audit procedures that should be used
to ensure testing is adequate and consstent, and the Department has not
documented requirements for appropriate follow-up with noncompliant
cardholders.

C Transaction account coding isnot reviewed. Department procurement staff
stated that they do not have knowledge to assess the appropriateness of account
coding; therefore, they do not include this as part of their audits. In addition, the
Department’s accounting staff indicated that they have not reviewed account
coding because the cardholders and their gpproving officids are respongble for
determining agppropriateness of the coding. However, as previoudy mentioned,
we found coding errors in 30 percent of our audit sample. This indicates that
review of account coding is necessay.

C Cardholders do not receive disciplinary actions for noncompliance with
policies and procedures. Although the Purchasing Card Manud provides for
disciplinary action ininstances of noncompliance, procurement staff reported that
snce the program was new, they believed they should Smply review purchasing
card policies and procedures with cardholders found to be out of compliance
during the initid stages of the program. However, instances of repeated or
subgtantial misuse should result in stronger disciplinary actions.

Procurement dtaff stated that subsequent audits would entail taking disciplinary
actions when necessary. Now that the program isin its third year, such actions
should be taken when appropriate.

Adequate controls over purchasing cards areimportant, since credit cards are ahigh-risk
areafor fraud and abuse. Controls are epecidly important at the Department of Human
Servicesbecauseit administersand overseesnumeroustypesof officesandfacilitiesacross
the State and provides a broad range of services, such as operations of facilities for
mentdly ill individuds, persons with developmental disabilities, and at-risk juveniles,
programs for welfarereci pientsunder the Col orado Works program; and medical services
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and training for individuas in vocationd rehabilitation, to name only afew. The risk of
inappropriate purchasesisfurther increased if purchasing card policesand proceduresare
not clearly documented and consistently communicated to staff and if purchases are not
routinely and sufficiently monitored.

The Department needs to take steps to improve the adminisiration of the purchasing card
program to ensure that state funds are spent appropriately. Clarifying aspects of the
Purchasing Card Manua, providing additiond training to cardholders, and improving the
monitoring process of the program will providethe Department with greeter assurancethat
cardholders are using purchasing cards properly.

Recommendation No. 11:

The Department of Human Services should revise the Purchasing Card Manua and
conduct routine staff training on the proper use of purchasing cards to address:

a. Prohibitions on the sharing of cards and the circumventing of spending limits.
b. Appropriate types of services to be purchased.

c. Reguired supporting documentation for purchases, including the purpose of al
purchases.

d. Responghilities for appropriate use of account codes, including responsibility for
determining the need to change account coding and communi cating these changes.

e. Reguirements for reviewing and signing monthly cardholder charges by
appropriate staff.

Department of Human Services Response:

a. Agree. The Depatment will emphasize in its Purchasing Card Manua the
prohibition of splitting transactions in order to circumvent spending limitsand
we will revise the manua to clearly prohibit sharing of purchasing cards, our
training will emphasize the prohibition of these practices.

b. Agree. The Depatment will revise the manud and include in its training
gpecific information relaing to appropriate types of services.
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c. Agree. The Depatment will emphasize in its Purchasing Card Manud the
required documentation for purchases, Department will revisethemanud and
indudein training arequirement that a brief description of the purpose for the
purchase be part of the documentation.

d. Agree. The Depatment will link the Web ste containing the chart of accounts
and definitions on the Procurement Web site and will list the location in the
Purchasing Card Manua. Department will revise the manual to address
respongbilities for approving officids giving guidance in determining when it
IS necessary to make accounting code changes and the processto follow for
assgning proper account codes to transactions when reviewing the Statement
of Account. The Department will provide training to address this.

e. Agree. The Depatment will emphasize in its Purchasing Card Manua the
requirement for approving officiasto review and sign off on the Statement of
Account for each cardholder who has purchases during the previous cycle
period. The Department will aso emphasizein the training.

Recommendation No. 12:

The Department of Human Services should improve the audit process for the purchasing
card program by:

a. Peforming reviews on a monthly basis and selecting a representative sample of
transactions or cardholders to be reviewed.

b. Documenting audit procedures, including procedures for reviewing specific
transaction account coding.

c. Enforcing disciplinary action when necessary.
Department of Human Services Response:
a. Agree. The Depatment will identify a sample of monthly transactions and
identify the associated gpproving officids.  Department will then review

transaction documentation to verify compliance.

b. Agree. The Department will implement documented procedures.
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c. Agree. The Depatment will develop and implement procedures for
compliance review noticing to office managers for follow-up of possble
disciplinary action.

Strengthen Payroll Controls

During Fiscal Y ear 2000 the Department of Human Services (DHS) wasthethird-largest
department in the State, with 4,695 FTE. DHS expended over $196.5 million in total
payroll costs, representing about 12 percent of total departmental expenditures. We
reviewed the Department’ s payroll controls and identified areas that need improvemen.

System Problems Result in Payroll Errors

The Depatment of Human Services automated timekeeping system, known as
KRONOS, was implemented departmentwide in Fiscal Year 2000. This system tracks
hours worked by employees and ca culates pay based on enhanced hourly rates, in cases
where employees work certain shifts, and overtime pay as appropriate. The Department
hasincorporated abar code onto theseemployees stateidentification badges. Employees
swipe their cards through eectronic time clocks at the beginning and end of their work
shifts, and employees time information is stored in KRONOS where it is available for
supervisors and payroll staff to review. Employeesarethen paid based on theinformation
in KRONOS.

We found that, under certain circumstances, KRONOS incorrectly classifies the hours
worked by employees, and as aresult, employees may be overpaid. Wetested asample
of 58 payroll caculations for one month across three agencies within the Department, and
we found one employee was overpaid $4.51 in August 1999. Whilethisisasmadl error,
it uncovered a problem with the KRONOS system. The problem occurred because
KRONOS erroneoudy recorded aportion of theemployee shoursasovertime shift hours
rather than non-overtime shift hours,

Department payroll staff said they are aware that KRONOS incorrectly classifies non-
overtime hours as overtime hours in specific circumstances. The misclassification occurs
when an employee charges annua leave at the end of a week in which he or she has
worked overtime or a shift for which an enhanced rate is paid. In these instances,
KRONOS erroneoudy records a portion of the hours at overtime or enhanced rates.
While the Department has notified the system vendor of the problem, staff report that the
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vendor has not corrected the mafunction. We aso found that the Department, although
it is aware of the problem, has not instituted procedures to identify and correct these
errors.  Thus, it is not known how many of these kinds of errors may have taken place.
For the error found during our audit, payroll staff indicated that they had not identified this
error or arranged for the employee to reimburse the State for the overpayment.

Although the individua payrall errors resulting from the KRONOS mafunction may not
be large, there could be numerous errors. In Fisca Year 2000 approximately 3,780
employees at the Department were eligible for overtime and enhanced pay for working
different shifts.

Reconciliations Wer e | naccur ate

In addition to timekeeping problems, we noted concerns with routine payroll
reconciliations. Prior to the issuance of each payroll, Department payroll staff reconcile
the expected payroll information obtained from the State's Colorado Personnd Payroll
System (CPPS) with payroll information obtained from departmental sources. These
sources include information from KRONOS, personnd or position changes through the
Department’s Office of Human Resources, or other changes affecting employees pay.
Payroll staff perform thisreconciliation to ensurethat the amounts generated through CPPS
are accurate, prior to payment taking place.

As part of our audit testwork, we reviewed a sample of three payroll reconciliations for
three divisonswithin the Department. For two of the divisons, wefound that Department
payrall gaff did not dways perform adequate reconciliations between internal documents
and CPPS prior to the digribution of the dtate payroll. Specificdly, we noted the
following:

C For onedivisonwith payroll expenditures over $985,000 for August 1999, prior
to providing us with the reconciliation, Department payroll staff reviewed the
documentation and identified five miscaculations resulting in payment errors
totaling $260.79. Specifically, one employee was underpaid $249.45 and two
people were overpaid a total of $11.34. In other words, payroll staff had not
performed an adequate reconciliation for the August 1999 payroll to identify and
correct errors until the time of our request in July 2000, dmost a year after the
payroll was issued.

C  For another divison, with an average monthly payroll of $5.2 million, Department
payroll saff were unable to provide us with complete documentation for one
reconciliation until gpproximately four months after we initialy requested it. The
divison isthe largest divison within the Department. During the four-month time
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period, Department payroll staff provided us with three different reconciliations.
Two were incomplete or did not agree to actua payroll generated for selected
employees, and onereconciled correctly to actua payroll generated. Payroll saff
indicated that the file containing the reconciliation had been corrupted and,
therefore, created severd incorrect versons of the origina reconciliation.

Improve Payroll Deficiencies

It is essentid for the Department to have strong payroll controls in place due to the
megnitude and complexity of its payroll expenditures. If problems are noted with
automated systems such as KRONOS, steps must be taken to compensate for these
problems. In addition, routine payroll reconciliation procedures should be sufficient to
enable the Department to identify errors and make gppropriate correctionsto data before
payroll isgenerated. If these controlsare not adequate, the Department cannot ensure that
employees are paid gppropriately.

Recommendation No. 13:

The Department of Human Services should ensure payroll expenditures are accurate by:

a Working with the vendor for KRONOS to ensure system malfunctions are
corrected and dl calculations affecting payroll are accurate and complete,

b.  Deveopingandimplementing controlsto compensate for misca culaionsof payroll
amountsin KRONOS under certain circumstances. These controlsshould enable
the Department to identify and correct any errors prior to the issuance of payroll.

c. Reviewingpayroll generated snce KRONOS implementation to identify payment
errors and adjusting employees  pay, as appropriate.

d. Peforming adequate payroll reconciliations between CPPS and agency
information prior to theissuance of payroll to ensure amounts paid are accurate in
totd and for each individud.

Department of Human Services Response:

a. Agree. The Depatment isworking with the KRONOS vendor in an effort to
identify the cause of the system mafunction and correct it or determine if
corrections to the system are not feasible and then aternative measureswill be
employed.
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b. Agree. The Depatment will develop and implement procedures and reports
to identify and compensate for KRONOS miscaculations if the system
malfunction cannot be corrected.

c. Agree. The Depatment will review payroll generated snce KRONOS
implementation on July 1, 1999, to identify payment errors and adjust
employees pay.

d. Agree. The Department is strengthening payroll reconciliation proceduresto
ensure amounts paid are accurate in total and for each individual.

Require Documentation of Supervisor
Approval on Time Sheets

In Fiscal Year 2000 the Department fully implemented a new automated timekeeping
gystem, KRONOS. This system allows the Department to track hours worked by
employeeswho are digiblefor overtime pay and enhanced pay rates for working different
ghifts. The Department has incorporated a bar code onto these employees state
identificationbadges. Employeesarerequired to swipetheir cardsthrough ectronictime
clocks at the beginning and end of their work shifts. This information is then stored in a
database and is available for supervisors and payroll saff to review. The employees are
then paid based on the information in the system.

We reviewed timesheets for a sample of Department employees. We found that four of
ten time sheets tested, or 40 percent, did not contain documentation of supervisory
approval.

State Personnd Rules require time records to be certified by both the employee and the
supervisor. We aso noted that Department payroll staff at the Colorado Menta Hedlth
Ingtitute a Pueblo provided time sheets for our review that included both employee and
immediate supervisor Sgnatures.

Depatment gaff indicated that, prior to the implementation of KRONOS, employees
digible for overtime and shift pay were required to manudly complete time sheets.
Supervisors then signed these time shests to indicate the hours worked were accurate.
The Department revised its procedures in Fisca Year 2000 due to KRONOS
implementation. While the new procedures state that supervisors are responsible for
monitoring employees work hours on aweekly basis, they do not require supervisorsto
document written gpprova of employee time sheets.
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Itisespecidly important for the Department to have strong internd controlsin thisareadue
to the large number of Department employees digible for enhanced pay ratesfor working
different shifts and the large number of Department employees digible for overtime pay.
For example, the Department expended over $6.4 millionin Fisca Y ear 2000 for overtime
and shift pay. Ninety-five percent, or $6.1 million of thisamount, was paid to employees
at the Mental Hedlth Indtitutes and the 24-hour-care facilities, where overtime and shift
hours are a common occurrence. By requiring documentation of supervisory review of
time sheets, the Department can ensurethat payroll expendituresfor overtimeand shift pay
are reviewed and are appropriate.

Recommendation No. 14:

The Department of Human Servicesshould require documentati on of supervisory approva
on dl time sheets for those employees digible for overtime and shift pay.

Department of Human Services Response:

Agree. The Department will re-notify al supervisors of the policy requirement of
supervisory gpprova on al time sheets for employees. The Department will
review policiesregarding the processing of time sheetswith unit timekeepers. The
Department will review, strengthen, and improve policies.

Make Timely Paymentsto Disability
Deter mination ServicesVendors

During Fiscal Year 2000 the Department of Human Services expended approximately
$15.7 million for the federd Socid Security-Disability Insurance program (CFDA
#96.001). Under this program, the Disability Determination Services (DDS) Division
withinthe Department assststhe U.S. Socid Security Adminigtration (SSA) indetermining
if individuds are digible for federad disability insurance. In order to make these
determinations, the Division pays phys ciansto perform examinationsof disability insurance
clamants. Examinationsare needed whenthemedical evidenceprovided by theclamant's
physician is inadequate.

State Fiscal Rules require payments to be processed in atimely manner. However, we
found that the Department does not always make payments to providers in a timely
manner. For example, we reviewed 97 payments made by DDS to vendors. We found
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that 52, or 53 percent, of the payments tested were made 45 or more days after the
invoice was received by DDS saff.

Department management hasindicated that it isdifficult to find vendorsto provide services
under some programs because the State pays lower rates than non-governmental entities.
Staff have expressed this specific concern in terms of finding medica providers for the
Disability Determination Services program. Making payments promptly is one way in
which the Department can encourage vendors to continue to do business with the State.

Recommendation No. 15:

The Department of Human Services should ensure that the Disability Determination
Services Divison makes payments to vendors in atimely manner.

Department of Human Services Response:

Agree. Adequate staff have been hired and trained. We planto prevent thisinthe
future by keeping the staffing at appropriate levels and keeping them trained. We
are dso implementing new procedures where other sections can assst with
Accounts Payable work in an emergency Stuation and have trained the gteff in
other sectionsto back up Accounts Payable functions. This should provide more
flexibility in the future

Mental Health Services

The State hasaunified menta health system under which eight Mental Hedlth Assessment
and Service Agencies (MHASAS) provide mentd hedth servicesto dl Medicaid digibles
within the MHASA’s geographic service area. The state system is capitated. Under a
capitated system, the State pays aflat rate to eech MHASA for every Medicad digible
inits sarvice area, and the MHASA provides digibleswith dl medicaly necessary menta
hedlth services.

M ost peoplewith developmentd disabilitiesaredigiblefor Medicaid. Asaresult, they will
qudify for mental hedth servicesif they have a diagnosed mentd illness and trestment is
medicaly necessary. People with both adiagnosed developmenta disability and amentad
illness are deemed “dudly diagnosed.” On the basis of data collected during our review,
we estimate that about 895 people, or 29 percent of thosein the comprehensive services
population, are dually diagnosed.
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The following comment was addressed in the May 2000 Department of Human
Services, People with Developmental Disabilities Performance Audit report.

Eliminate Duplicate Funding Streams

Our audit found that people with developmenta disabilities are not dways able to access
mental hedlth servicesthrough the State' s mentd hedth system. Staff at al three Regiond
Centers and three of four Community-Centered Boards (CCBs) interviewed reported
“problems obtai ning needed services. Serviceswererefused to peoplewith developmental
disghilities because, according to MHASA gaff, the crisis behaviors exhibited by these
people were related to their developmenta disability and not their mentd illness.

The Medicaid program makes capitated paymentsto MHASAs on behdf of al Medicaid
digibleseach month. Thisincludes 6,152 Medicaid eigible adultsin both supported living
and residential services statewide, of which2,372 are served by thefour CCBsand three
Regiond Centersin our sample area. Capitated paymentsfor people with developmental
disabilities range between $26 and $175 per person per month, depending on the area of
the State. These payments are significant:

» Capitated payments made on behdf of people with developmenta disabilities
datewide will tota about $6.5 million during Fisca Y ear 2000.

» Capitated payments made on behdf of people with developmentd disabilities
served by the four CCBs and three Regiona Centers included in our review
totaled $2.6 million. Of thisamount, capitated paymentstotaled about $2.1 million
for people served by the four CCBs and about $452,000 for people served by
Regiond Centers.

In addition to these capitated payments, four CCBs, three Regiona Centers, and the
Developmentd Disabilities Services Section (DDS) spent about $1.5 million on services
provided by mental hedlth professionals outside of the capitated mentd hedth system for
the people in our sample area. CCBs purchase some of these services because, as we
have discussed, people with developmenta disabilities are frequently denied services
through the menta hedth system. Regiond Centers provide these services because their
sdf-contained service modd makes a continuum of  services, including mental hedth
sarvices, available to dl resdents on-site. DDS is providing these services because
expertise for providing menta hedlth trestment to people with developmentd disabilities
is not available through the menta hedth system.
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Clarify Funding Streamsfor MHASAs and
the Regional Centers

In the previous section we discussed duplicate funding streams for people served at the
CCBs. We found the same concerns for people served by the Regiona Centers.

Higoricdly, Regiond Centershave provided dl of their menta hedth servicesthrough their
own professional saff or through contracts with specialists.  Regiona Centers are
reimbursed a per diem rate to cover dl of their cogts, including the costs of providing
mental hedth services. When the Department implemented capitationin 1995, it examined
mental hedlth expenditures statewide to determine which expenditures to include in the
capitation base. It included some menta hedlth expenditures for the State Mental Hedlth
Ingtitutes, which were a so paid on aper diem bas's, but according to staff, the Department
specificaly excluded mental hedlth expendituresat the Regiond Centers. Department staff
report that the MHASAS were only expected to provide limited services, including
emergency services, to Regiona Center resdents.

Although the Regiona Center menta heglth dollars were not included in the capitation
base, MHA SA contracts are vague and do not clearly state which servicesMHASAs are
expected to provide, and conversaly, which services they are not expected to provide.
Further, the Department coul d not provide any documentation clarifying that the MHASAS
responsbilitiesfor serving Regiona Center resdentswerelimited. The MHASASrecaive
payments every month on behdf of each person residing at the Regiona Centers. These
paymentstota nearly $452,000 per year. Thismeansthe Department haspaid about $1.8
millionto MHASAS in the five years since implementing capitation, but Regiona Center
residents have received dmost no services from the mental hedlth system.

When the State implemented capitation for menta hedlth servicesin 1995, the intent was
to purchase asingle, unified system for providing menta hedlth careto Medicaid digibles.
Aswe have shown, thementa hedlth systemisnot unified. CCBsare purchasing services
outsde of the mentd hedlth system because they are unable to get adequate service from
MHASAs. Further, the three Regiona Centers provide their own menta hedlth services
for their population of about 400 people, each of whom is digible for menta hedth
services through the mental health system. This fragmented gpproach resultsin a separate
carve out for the Regiond Centers. A carve out erodes the principle of capitation, which
isto spreed financia risk over the entire service population.

The Department must address duplicate funding streams for the menta health sysem and
the Regiona Centers. One option is to require the menta hedth system to serve dl
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Regiond Center resdentsas currently required by contracts. Thisapproach would create
a sngle system for the provison of menta hedth services, avoiding a separate carve out
just for the Regiond Centers. Under this approach, MHASAswould likely need to locate
mentd hedth professonads a Regiond Centers to meet the intengve treatment
requirements of Regiond Center residents. Additiondly, the Regiona Centers would be
required to discontinue purchasing menta hedlth services themsaves. Thiswould make
funds available for other services, including serving people on waiting ligs.

A second option is to permit the Regiona Centers to provide their own menta hedlth
servicesoutsde of thementd hedlth syslem. Under this approach, the Department should
discontinue the $452,000 per year in capitated payments made to MHASAs on behalf of
Regiond Center residents, snce MHASAs would no longer be required to serve this
population. Some of these funds should be made available to the Regiona Centers for
purchasng emergency services. The remaining funds could be used to serve people
waiting for services. Thisoptionwould alow the Regiona Centersto maintain control over
the menta hedlth services provided to their residents. The Department is concerned that,
under this option, it would have to increase capitation rates to compensate for dollarslost
from removing the Regiond Center resdents from the base. However, the Regiond
Center residents represent lessthan 1 percent of thetotal population of digiblesinthe Aid
to the Needy and Disabled (AND) capitation base. Therefore, we believe that the impact
on current rates would be minimal. Furthermore, MHASAs have reported savings each
year, which they useto serve non-Medicaid digibles, again indicating that removing these
gpproximately 400 individuas from the base should not require arate increase.

Recommendation No. 16:

The Department of Human Services should eliminate duplicate payment and service
provison systems for menta health services a the Regiond Centers through one of the
following options:

a. Reguirethementa hedth systemto servedl Regiond Center residentsasrequired
by contracts. This should include procuring al needed specidids for serving
people with developmenta disabilities and locating them on-site when needed.
Regiona Centers should discontinue purchasing their own menta hedlth services.

b. Allow Regiond Centers to continue providing their own mental health services.
Discontinue capitated payments made to MHASAs on behdf of Regional Center
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residents, and provide some of these funds to Regiond Centers for purchasing
inpatient and emergency services.

Department of Human Services Response:

Disagree. The Department believesthat changing the funding of Medicaid menta
hedlth services to the developmentdly disabled is not advisable. The Colorado
Menta Hedth Capitation and Managed Care Program has, since 1995, held
contractors responsble only for those menta hedlth servicesthat wereincludedin
the fee-for-service system. Current capitation payments to contractors include
only those higtoricad payments made for services hilled using the diagnoses
covered by the program and only for those services provided in an inpatient or
outpatient setting. Payments made to the Regiona Centersfor Medicaid Mental
Hedlth Services (with the exception of emergency and inpatient services) have
never been a part of the contractors rates but were included in the dl-inclusve
payments made to the Regiona Centers.

The Department believes that it is neither practica nor advisableto have Regiond
Centers discontinue the provison of their own mental hedth services. These
services are provided primarily by experienced psychologistsand socia workers
who are state employees at these Centers. Their services have been an integrd
part of the interdisciplinary team approach and include behavioral and socia
services which are requirements of the Intermediate Care Facility for the Mentaly
Retarded and Home- and Community-Based Services for people with
Developmental Disabilities programs administered by the Centers.

Neither Recommendation 16a nor 16b would result in savings to the State.  If
MHASAs were responsible for dl menta health services a the Regiond Centers,
those dallars for menta hedlth services which are now in the Regiond Centers
rates, would need to be transferred into the rates paid to the MHASAS. If the
dollarscurrently inthe MHASAS rateswere transferred to the Regional Centers,
those dallars would need to be used for providing inpatient/emergency services
and the member months for those recipients would be taken out of the MHASA
pool resulting in higher rates per digible MHASA individud.

Audited financia reports show that during the last fiscal year only one contractor
has shown excess savings after alowed profit.

Shifting risk from one entity to another as proposed in the recommendations may
not be actuarialy sound and would be incongruous with the basic principles of
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managed care and capitated payment systems. The Department will consult with
the Department of Hedlth Care Policy and Financing concerning this issue.

Auditor’s Addendum

We reemphasize that MHASAS are required by their contracts to provide all
medically necessary mental health services to Regional Center residents, yet
Regional Center residents have received almost no mental health services.
Regional Center residentsrepresent lessthan 1 percent of theMedicaid Aidtothe
Needy and Disabled (AND) population. The Department has not done any
analysis to support its assertions that (1) Regional Center residents cannot be
served within the current capitation base and (2) $452,000 in capitated payments
cannot be removed from the capitated base and transferred to the Regional
Centers and developmental disabilities system without significantly impacting
rates. These arefundswhich, if made availableto the developmental disabilities
system, could serve people on waiting lists. Sincetheinception of capitation, we
have noted problemswith the Department’ soversight of and lack of controlsover
capitation savings. We have been particularly concerned that the Department
ensure Medicaid recipients receive the services to which they are entitled before
allowing MHASAs to accept profit or spend savings on the non-Medicaid
population. These concernscontinue. The Department’ sposition that it cannot
clarify mental health funding streamsat the Regional Centers, aswerecommend,
isnot based on soundfinancial analysisand, further, isnot in the best interest of
the State.
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Judicial Department

| ntroduction

Established by the State Congtitution, the Judicial Department is a separate branch of the
State’ sgovernment. The Chief Justice of the Supreme Court isthe head of the branch and
is respongble for establishing adminigrative procedures for the following courts:

*  Supreme Court
* Court of Appedls
e Tria Courts and Probation
- 22 digrict courts
- 62 county courts
- 7 water courts
- 23 probation departments
- Denver Juvenile Court
- Denver Probation Court

The Supreme Court includes the State Law Library, Public Defender Commission,
Commission on Judicid Discipling, Judicid Nominating Commisson, Board of Law
Examiners, Grievance Committee, and Alternate Defense Counsd.  These commissions
and committees perform various functions such as maintaining thelaw library, investigeting
disciplinary actions agangt atorneys, providing nominees for vacant podtions, and
considering applications for admission to the Colorado Bar.

The Office of the State Court Administrator provides direction to the state courts and
probation departments in accordance with the policies of the Chief Justice. The Office
assigs the courts by providing personnd, financid, planning, and information services.

Severd offices and committees within the Department operate outside the direction and
control of the State Court Adminigtrator to provide services to the Judicid Department.
The Office of the Public Defender provides legd representation for the indigent. The
Office of the Alternate Defense Counsd, which was established in 1996, provides
representation for the indigent when there is a conflict with the Public Defender
representing the individud.
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In Fiscal Year 2000 the Department was appropriated approximately $242.1 million and
3,006.8 full-time equivaent staff. The Department receives gpproximately 81 percent of
its funding from generd-funded revenue.

The following comments were prepared by the public accounting firm of Grant Thornton
LLP, who performed audit work for the Judicia Department.

Establish Performance Evaluation Policy

Performance eva uations are compl eted annualy for employees of the Judicia Department
as a means of determining such things as compensation, promotions, and demotions.
During our audit we found that a performance evauation was performed for a contract
employee.

Applying sdaried employee personnd policies to contract employees could be exposing
the Department to aliability. There is no guarantee that a contract employee’ s contract
will be renewed and the Department is not required to provide areason for deciding not
to renew an employment contract. Salaried employees, on the other hand, may only be
terminated if the State has a distinct cause for doing so. If acontract employeeistrested
insuch amanner that they have a“ reasonabl e expectation of continued employment,” then
they may have a case againg the Department if their contract is not renewed.

Recommendation No. 17:

The Judicid Department’s internd legal department should establish and didtribute to
upervisory personnel awritten policy that includes, & a minimum:

a. Detailed descriptions for the treetment of contract employees.

b. Clarification that contractors are grictly governed by the individua employee's
contract, and that there is a clear distinction between contract employees and
sdaried employees.

Judicial Department Response:

Agree. Certified employees of the Colorado Judicid Department are governed
by the Colorado Judicid Department Personnel Rules, while contract employees
are governed by the provisons of their employment contract. Supervisors are
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routindy advised not to use the forma performance gppraisa process (that which
is used for certified employees) for contract employees. Thisdoes not, however,
preclude supervisors from giving feedback to contract employees, but it does
mean that the process must be clearly differentiated. We will issue areminder to
al supervisors through the Human Resources Bulletin.

Segregate Duties Related to Handling
Cash

The Judicid Department collects cash from avariety of fines and fees. During our audit
we found that dutiesfor collecting cash need to be separated. Controls that separate the
callecting, recording, and depositing of cash minimize the risk of undetected errors or
defdcations. Processes could be improved at the following offices:

Office of the Public Defender. The Office collects about $60,000 annudly for various
fees such as atorney training. Currently the receptionist opens incoming mail and initids
the associated incoming documentation to confirm that the amount received matches the
amount that wasdue. The cash recelved along with therel ated documentationisthen given
to the accountant who maintains the cash receipt logbook and records the entry on the
State’ saccounting system. The accountant also confirmsthat dl cash recel pt numbersare
recorded.

The receptionist should make entries to the cash recel pt logbook before handing cash and
supporting documentation to the accountant, and a third individud should review the
logbook to account for al cash receipt numbers and review the amount recorded on the
State' s accounting system.  Without this control feature, the cash actudly received could
be different from the cash given to the accountant.

Attor ney Regulation AgenciesAccounting Office(ARAAQ): About$4millioninfees
are collected annudly from four sources a the ARAAQ that include continuing education
and Bar exam fees collected by the Board of Law Examiners and by Continuing Legd
Education, feesfrom the ethics school, reimbursements of “costson cases’ from attorney's
at the Attorney Regulation Counsd, and regidration fees from the Attorney Regidration
Office. Onadaily bass, asummary of cash collected is prepared by an individua from
each of the above-stated sources. The summary and cash is given to one of the two
ARAAOQO accountants. However, only asingle individud a the ARAAO handles cash,
prepares deposits, and maintains the generd ledger.
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The duties should be divided up between the two accountants so that the work of one
person serves asa*“check” on thework of the other. Procedures should be implemented
to ensurethat incoming cash and checks submitted to the ARAAO accountant agreeto the
amounts deposited in the bank account and recorded in the generd ledger. The ARAAO
accountant could prepare depositsand the other ARAAO accountant make generd ledger
journd entries based on the cash receipt reports. However, because of the limited number
of personnd, rather than giving additiona daily tasks to the other accountant, it may be
more feasible to have the other accountant agree the daily cash receipt reportsto deposits
reported on the bank statement in conjunction with the monthly preparation of the bank
reconciliation.

Recommendation No. 18:

The Office of the Public Defender should separate the function of preparing the cash
receipts log and recording the receipt on the State’ s accounting system, designate athird
person to account for al cash receipt numbers, and review the amount recorded on the
State' s accounting system.

Office of the Public Defender Response:

Agree. We will adopt new procedures pursuant to the recommendetion.

Recommendation No. 19:

The Attorney Regulation Agencies Accounting Office should segregate the duties of
handling cash, preparing the deposit, and maintaining the generd ledger.

Attorney Regulation Agencies Accounting Office
Response:

Agree. Oneof our longtime employeesin the accounting office left gpproximately
two monthsago. The newest member of the accounting office begins employment
on October 10, 2000. When she beginsher employment, wewill dividetheduties
to ensure that one handles the cash and prepares the deposits, and the other
makesthe deposit and verifiesdl of thenumbers. Until October 10, 2000, weare
using non-accounting employees to verify the depodts.
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The Department of Law isheaded by the Attorney Genera, whoisan elected Sate officid
as provided by Article IV of the State's Congtitution. The primary functions of the
Department are to serve as.

* Legd counsd and advisor for al departments, commissions, boards and elected
officas of sate governmernt.

* Legd representative of the public interest for al citizens of Colorado.

»  Enforcement agency for the Colorado Consumer Protection Act, State and federal
antitrust laws, and the Uniform Consumer Credit Code.

Also, the Department performs reviews of dl state contracts for compliance with State
Fiscal Rules and statutes, and provides lega opinionsto dl agencies of state government.

The Department of Law was appropriated total funds of $32.9 million and 340.8 full-time
equivaent saff (FTE) for Fiscal Year 2000. Approximately 34 percent of the funding is
general-funded, 64 percent is cash-funded, and 2 percent is federaly funded.

Promptly Identify and Refund Taxpayer
Overpayments

The Uniform Consumer Credit Code Divison within the Department of Law protects
consumer buyers, lessees, and borrowers from unfair credit practices under the Uniform
Consumer Credit Code (UCCC). Inorder to fund, administer, and enforce thefar credit
practices, lenders, such asretail credit grantors and saes finance companies, are required
to self-report ther total annua consumer credit sales to the Divison. Payment must be
submitted with a form that details the computation of the fees due. A $10 fee for each
$100,000 of consumer credit sdes and a $10 annud notification fee are charged to the
lenders. Prior to Calendar Y ear 2000 the fee for each $100,000 of consumer credit sales
was $12, two dollars higher than the current year. For Fisca Y ear 2000, fees collected
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totaled approximately $800,000. We noted deficiencies in the review procedures
performed over the fee caculations.

During our testwork we found that 2 of the 13 transactions tested were cal cul ated based
on the 1999 rate rather than the 2000 rate. The total amount of the overpayments found
was $2,244. We found that the Division does not reca culate the payment. The Division
was not aware of the overpayments and had not refunded thisexcessas of May 17, 2000.

The Department has procedures in place that inform the lenders of rate changes in the
fees, such as a preprinted form used to caculate lender fees and the UCCC manua the
lendersreceive. While some proceduresarein place, the discovery of these overpayments
indicatesthe need for additiond proceduresto verify the accuracy of the payment. Without
verificaion, there is the potentia that future overpayments will not be detected.

Recommendation No. 20:

The Department of Law should implement review proceduresfor the Uniform Commercia
Credit Code fee payments and refund any excess to the lenders.

Department of Law Response:

Agree. The Uniform Consumer Credit Code Unit received over 4,600 forms
totaling approximately $800,000 within atwo-month period in Fiscal Y ear 2000.
The Unit provided businesses with a fee caculation form that included current
rates and step-by-step ingructions attempting to dleviate errors. The volume of
forms, time frame for depositing funds, and shortage of saff in the UCCC made
it impossible to verify every payment unless a compliance examiner was pulled
from examinations for two months. This would have led to a reduced number of
compliance exams, resulting in refunds of excess chargesto consumers. Because
the UCCC's primary purpose is consumer protection, this did not appear to be
aviable option.

A changein the law, effective July 1, 2000, will reduce the number of businesses
required to pay notification fees by more than haf. This reduction will facilitate
daff review for overpayments, alowing for overpayments to be returned before
they are deposited, diminating the need for refunds. We plan to emphasizeonthe
cover ingructions and onthe cal culation form that the fee Sructures have changed
in an effort to avoid miscaculations. Review of natification payments was
implemented July 1, 2000. (Note: All overpayments identified in the audit were
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refunded June 20, 2000, within ten days of notification and verification of
overpayment.)
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The Department of Military Affairs primary misson isto support federd, state, and loca
governments in the time of need. The Adjutant Generd is the adminidrative heaed of the
Depatment and the Chief of Staff of the Colorado Nationad Guard. The Department
includes the following divisons

» Executive Director’s Office
* Army Nationd Guard

e Air Nationd Guard

e Civil Air Patrol

During Fiscd Year 2000 the Department of Military Affairs expended $8.5 million, of
which 55 percent was from federa funds, 43 percent was from genera funds, and 2
percent wasfrom cash-funded sources. Inaddition, the Department employed 1,309 full-
time equivdent saff (FTE). Thefollowing chart showsthe Department of Military Affairs
expenditures by source for Fiscd Y ear 2000.

Department of Military Affairs
Fiscal Year 2000 Expenditures by Source
(In Millions)

General
$3.6

Federal
$4.7

Cash
$0.2

Sour ce: State's Accounting System as of June 30, 2000.
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Strengthen Controls Over Accounting
Functions

During Fiscd Year 2000 the Department of Military Affairs experienced a sgnificant
turnover of accounting saff and delaysin replacing the vacant postions. The Stuation left
the accounting section understaffed for the mgority of the year. The State Controller’s
Office provided additional support to the Department in order to complete accounting
transactions at fiscal year-end. However, the Department had problems completing al
required transactions and providing information on atimely basisto both our office and the
State Controller’s Office.

The shortage of accounting staff created additiona risk that transactions may have been
recorded improperly on the State’' s accounting system. We noted that the following areas
need improvement:

» The costs associated with individual construction projects were not tracked
separately by the Department.  During Fiscal Year 2000 construction was
completed on armories and other buildings, but the costs associated with the
congtruction were not properly reflected as a completed project on the State's
acoounting system.  As a result, congtruction in progress was overstated and
buildings were understated as reported in the footnotesto the financid statements.
The Department was unable to determine, or provide an approximation of, the
costs for completed construction projects.

 Buildings and property owned by the Department vaued a $7.9 million was
transferred to the Department of Public Safety in December 1999. However, the
Department of Military Affairs did not remove these assets from their records.
Thiserror resulted in an overstatement of assatsin the State’ sfinancia statements
by $7.9 million.

»  Utility invoices, totaling about $61,000, from the Army Guard a Buckley were
not received by the Department of Military Affairs until after fiscal year-end.
These invoices were not paid until the next fiscd year; however, they rdate to
activitiesthat occurred in Fiscal Year 2000. Thus, thisamount should have been
recorded as a liability on the Stat€' s accounting system.

Asgated earlier, the State Controller’ s Office had to provide accounting assistance to the
Department to complete accounting transactions for the fisca year. This support would
not have been necessary if the Department had cross-trained other employeesto be able
to perform accounting duties. The Department should provide this training so that
operations of the Department can be carried out in an effective manner if aff turnover
occursin the future,
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Recommendation No. 21:

The Department of Military Affairs should ensureits controls over accounting functionsare
operationa so that al transactions are recorded properly at fisca year-end. In addition,
the Department should cross-train its staff so that operations can be carried out in an
effective manner during times of staff turnover.

Department of Military Affairs Response:

Agree. The controls that are and were in place over the accounting functions
would have ensured that al transactions were recorded properly had staff been
avalable. However, because key pogitions were vacated during the five months
prior to closing the fiscd year, timeliness of processing transactions caused
ggnificant problems during closing. For Fisca Year 2001 the cutoff for
encumbrances will be May 15, 2001, and payables will be accrued. This,
combined with stabilized and experienced taff, will result in the required
improvements during next year’ s dosing.

A mgor god of the accounting section is cross-training and the god is part of
every peformance plan. Our assessment is that the new personnd in the
accounting section are currently at ahigher level of cross-training than at any other
timein the lagt four years.
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The Department of Natura Resourcesis responsble for encouraging the devel opment of
the State' snatural resources. Resourcesincludeland, wildlife, outdoor recregtion, water,
energy, and minerds. The Department operates under the authority of Section 24-1-124,
C.R.S., andiscomposed of an Executive Director’ sOfficeand thefollowing ninedivisons:

e Divison of Wildife

e  Water Resources Divison

o State Board of Land Commissoners

e Soil Conservation Board

» Parksand Outdoor Recreation Division
e QOil and Gas Consarvation Commisson
» Divison of Minerds and Geology

e Water Consarvation Board

» Geologicd Survey

The Department’ s Fiscal Y ear 2000 operating budget was about $150 million with1,466
ful-ime equivdent gaff (FTE). The Department is primarily cash-funded. Revenue
sources incude hunting, fishing, and other licenses; roydties and rents; interest; and other
sources. The following graph shows the breakdown of funds appropriated for the Fiscal
Y ear 2000 operating budget by division, board, and commission.

Department of Natural Resources
Fiscal Year 2000 Budget by
Division/Board/Commission (In Millions)

Executive
Other Director
$18.0 $20.3 Parks &

Outdoors

$24.8
wildlife Water
$63.5 Resources
$15.5

Water
Conservation
%30

Sour ce: Joint Budget Committee Fiscal Y ear 2001 Appropriations Report.
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Divison of Wildlife

The Divison of Wildife is charged with protecting the wildlife of Colorado. The Divison
manages over 250 wildlife areas covering 300,000 acres by acquiring habitat lands,
preventing the decline of certain species, conducting research, and enhancing the public’'s
awareness of pertinent issues. The Colorado Outdoors Magazine Revolving Fund within
the Division produces various videos, brochures, books, and pamphlets in an effort to
promote public awvareness. The nearly one and a hdf million hunting and fishing licenses
sold annudly provide the mgority of the Divison's funding.

Hunting and Fishing License | ssues Continue

In previous years audits we found problems with the Divison's handling of hunting and
fishing licenses. During our current audit we continued to find two problemsthat have not
yet been fully addressed by the Divison. They are asfollows.

* Excessinventoriesof hunting and fishing licenses wer e being maintained
by the Division. For the Cadendar Year 1998 inventory, we found that more
than 300,000 licenses, or 10 percent of the total 1998 inventory, were on hand
and would be destroyed. Divison gtaff indicated they would review historica
leves of licenseswhen ordering licensesto try to minimize excesslicenses. During
the current audit, we found that over 250,000 in Calendar Year 1999 licenses
were ill on hand at fiscal year-end and will be destroyed. Divison g&ff should
review higoricd license levels when ordering, to prevent waste,

* Voided licenses were not being tracked separately from other returned
licenses. Wefound that the Divison till doesnot track voided licenses separately
from other returned licenses. Without a history of the number of voided licenses
for each agent, it is difficult to determine whether sde receipts are being properly
remitted.

Recommendation No. 22:
The Divison of Wildlife should:
a. Reduce excess inventories of licenses.

b. Track voided licenses separately.
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Division of Wildlife Response:

a  Agree. In1999, 13 percent of thetotal license sales ordered were destroyed.
Thisrepresentsa 17 percent decreasein the license inventory destroyed from
1998. The Divisonwill continue to review inventory numbers and attempt to
reduce the total. However, by ordering in quantity, we are able to receive a
better per unit price. If the Divison orderssmaller quantities, wewill havethe
same costs with potentialy an insufficient number of licenses on hand when
needed.

b. Agree. The Divisonis currently in the process of looking at a point-of-sde
sysem. This sysem will diminate the concern of the Divison not tracking
voided licenses separately from other returned licenses. The best case
scenario for implementation is January 2003. As pat of the legidative
process, the Divison anticipates knowing whether thiswill befeasble by June
2001. If adecison is made not to implement a point-of-sale system, the
Divison will examine how to proceed with this recommendation. Until this
time making an attempt to track voids separately will require atedious manua
process that will likely not be accurate, cost effective, or provide information
to determine potentia collusion between agents and hunters.

Oil and Gas Conservation Commission and
Division of Minerals and Geology

The Oil and Gas Consarvation Commission (Oil and Gas) and the Divison of Minerasand
Geology (Minerals and Geology), both divisions within the Department of Natura
Resources, are required by statute to obtain reclamation deposits from mine and well
operators before they extract resources from State lands. The reclamation deposits
provide assurance that mine and well operators are financialy capable of reclaming land
that has been damaged when operations are completed. Some of the monetary options
permitted by statute for reclamation deposits are cash bonds and certificates of deposit.
Both cash bonds and certificates of deposit are held in safekeeping by the State Treasury.
If the mine and well operator defaults, the deposit isthen used by the Divison to cover the
cost of remedying any damage to the land. If the operator returns the land to its origina
state, the deposit is refunded to the operator.
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Ensure That Deposits Are Properly Protected
Under the Public Deposit Protection Act

Minerds and Geology and Oil and Gas had custody of approximately $6.2 million of
certificates of deposit at June 30, 2000. The certificates range in amount from $100 to
about $175,000 for each operator, and most are one-year certificatesthat are perpetudly
rolled over into new one-year certificates by banking indtitutions, until redeemed.

During our current audit we continued to note problems in the handling of certificates of
deposit by Mineras and Geology and Oil and Gas. Our concerns relae to ensuring that
the public funds are properly protected.

We found that certificates of deposit for Minerals and Geology and Oil and Gaswere not
properly protected under the Public Deposit Protection Act. The Public Deposit
Protection Act (PDPA), Title 11, C.R.S., was enacted to protect depositsthat either are
not insured or are in excess of theinsured limit of federal deposit insurance of $100,000
for each account. PDPA requiresthat:

* Public monies be deposted only in banks designated as digible public
depositories. These include most of Colorado’s banks.

» Banks be informed by the depositor that the funds are public monies.
» Adequate documentation be maintained by the depositor.
»  Specific PDPA identification numbers be used.

* Banks maintain sufficient collatera to cover public deposts in the event a bank
becomesinsolvent.

PDPA specificaly excludes investment firms and out-of-state banks from its coverage.

Duringthe Fiscal Y ear 1998 audit, of the 25 certificates selected for testing, we found that
9 certificates, totaing $229,000, were not held in PDPA-dligible depositories. Three of
these belonged to Minerals and Geology, and six belonged to Oil and Gas. During our
current audit we reviewed records provided by Minerds and Geology and Oil and Gas
whichindicated that atotal of 41 certificates, totaing $422,000, were not held in PDPA-
eligible depositories. Ten of these certificates belonged to Minerd's and Geology and 31
to Oil and Gas. Some of the 41 certificates do not mature for another two or more years.
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Minerds and Geology and Oil and Gas staff stated that these certificateswill betransferred
to PDPA-digible depositories upon maturity. Minerals and Geology and Oil and Gas
policy dlowsthe mine and well operators discretion to sdlect thefinancid indtitution from
which to purchase the certificate, aslong as the ingtitution is PDPA-approved.

Section 11-10.5-111(2), C.R.S, states that “any officia custodian may deposit public

funds in any bank which has been designated by the banking board as an igible public

depository. Itisunlawful for an officid custodian to deposit public fundsin any other bank

than one that has been so designated.” Section 11-10.5-111(4)(c), C.R.S,, further states

that “any officid custodian who violates the provisons of this aticle is guilty of a
misdemeanor and, upon conviction thereof, shall be punished by afineof not lessthan two

hundred dollars nor more than five hundred dollars, which fine shal be mandatory and may

not be reimbursed nor paid by the public unit. Upon any such conviction, the court may

adjudge thet the officia custodian be removed from public office”

In 1993 Minerds and Geology obtained a legd opinion from the Attorney Generd’s
Office. The Attorney Generd’ s Office determined that reclamation deposits held by the
State qudify as public monies and should be protected in the same manner as other public
monies. Oil and Gas subsequently chose to rely on the Attorney Genera’s opinion for
their own deposts.

Minerds and Geology and Oil and Gas have had seven yearsto comply with PDPA. As
previoudy dated, the average certificate held by the Divison maturesannudly andisrolled
over into anew certificate perpetudly until redeemed. Although requiring the certificates
to bemoved prior to maturity may result inlost interest for the depositorsthrough pendties
for early redemption, we are aware of at least one certificate that hasrolled over snce our
prior audit and is still being held in a non-PDPA-dligible depository.

Recommendation No. 23:

The Qil and Gas Conservation Commission should ensure that al deposts are in
compliance with statutory and other legal requirements by, a a minimum, transferring
short-term certificates of deposit to digible public depositories on their next maturity date,
and developing a plan to prudently address any long-term certificates.

Oil and Gas Conservation Commission Response:

Agreg/Patidly Implemented. InJanuary 1999, asaresult of theFiscal Y ear 1998
finandd audit recommendation, the Oil and Gas Conservation Commission
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implemented compliance procedures to ensure that deposits are properly
protected under the PDPA. Currently the Commisson has 208 certificates of
deposits. 177 certificates have been placed in digible public depostories, and
have been assigned PDPA numbers. Thefinancid ingtitutionsinvolved have been
natified of the PDPA numbers and that certificate monies are public funds. Of the
31 certificates il requiring PDPA compliance, 4 certificates have been moved to
approved public depositories and 9 certificates are currently in the process of
being moved to an digible public depository. Of the 18 remaining certificates of
deposit, 11 will mature and roll over in November 2001, 1 will mature and roll
over in December 2001, 1 will mature and roll over in June 2002, 3 will mature
and roll over in March 2003, and 2 will mature and roll over in September 2007.
When the 13 certificates of deposit mature in 2001 and 2002, they will be
transferred to PDPA approved financid inditutions. The Oil and Gas
Conservation Commisson will pursue trandferring the remaining 5 certificates of
deposit that mature in 2003 and 2007 to PDPA gpproved financid ingtitutions so
that total compliance with the State Auditor’ s recommendation may be achieved
by June of 2002.

Recommendation No. 24:

The Divison of Mineras and Geology should ensure that al deposts are in compliance
with statutory and other lega requirements by, a a minimum, transferring short-term
certificates of depost to eigible public depositories on their next maturity date, and
developing a plan to prudently address any long-term certificates.

Division of Minerals and Geology Response:

Agree. Theimplementation date for completion of the recommendation is August
2002, which relates to the last maturity date of the certificates that need to be
transferred to PDPA-€ligible depositories.




93

Department of Public Safety

| ntr oduction

The Department of Public Safety is responsible for providing a safe environment for the
citizens of Colorado. The Department operates under the authority of Section 24-1-
128.6, C.R.S,, and is composed of an Executive Director’ s Office and the following four
divisons

» Colorado State Patrol
» Colorado Bureau of Investigation
* Divison of Crimind Judtice
» Divisonof Fire Safety
The Department was gppropriated about $151 million and 1,175 full-time equivaent Saff

(FTE) for Fiscal Year 2000. Thefollowing graph showsthe operating budget by divison
for Fisca Year 2000:

Department of Public Safety
Fiscal Year 2000 Operating Budget

By Division

(In M illions)
13.9
$15.0 $ .
Bur of Executive
u e.eu . Director's
Investigation

Office

$58.6
Criminal Justice

$62.8
State Patrol

$.6
Fire Safety

Sour ce: Joint Budget Committee Fiscal Year 2001 Appropriations Report.
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State Patrol

The State Patrol is responsble for the safety of motor vehicle traffic on highways in
Colorado. The Patrol was appropriated a budget of about $62.8 million and 911.2 full-
time equivalent staff to carry out its functionsin Fisca Y ear 2000.

Tighten Controls Over Approval of Credit Card
Purchases

The Department usesacredit card called the Procard for many of itspurchases. The State
Patrol isthe main user of the card, accounting for 448 of the 606 credit card transactions
from July 1, 1999, through June 2, 2000. Because the offices are decentralized, thelocdl
office managers are responsble for approving the expenditures. They indicate their
gpprova by sgning the receipt or monthly statement.

We sdlected a sample of 25 transactions and found that almost half were not gpproved.
The problems were not specific to any particular office or manager. Some of the typica
credit card expenditures reviewed consisted of cell phones charges and expenditures for
office supplies. The expendituresin our sample without gpprova authority totaed about
$9,000. The account coding for the expenditures is input into the Stat€'s accounting
system at the troop offices. At this point the invoice should be reviewed to ensure that it
has been properly approved because the Department’ s Executive Director’ s Office pays
the Procard bill assuming dl associated invoices have been authorized.  The problems
noted indicate that there are not controls functioning to ensure that proper approva was
obtained for each Procard purchase. Credit card purchases pose arisk to the State,
unless properly reviewed and authorized, because they typicaly involve numerous smdl
dollar transactions.

The loca offices need to gpprove transactions before they are entered into the State's
accounting system for payment. The Executive Director’s Office should resffirm its
policies that specify what documentation should be maintained for the approva of credit
card expenditures. If necessary, the Executive Director’ s Office should check for gpprova
on asample basis until it can be assured that transactions are properly approved before
payment ismade. Clarification and adherence to the policy would help ensure that troop
offices are fully aware of their responghilities for gpproving transactions and minimizethe
risk to the State of unauthorized expenditures.
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Recommendation No. 25:

The Department of Public Safety should strengthen controls over the approva of credit
card expenditures by reaffirming its policies and procedures specifying the documentation
that should be maintained indicating approva of credit card expenditures. Until the
Department can be assured that locd offices are following policy, it should sample
purchases for proper authorization.

Department of Public Safety Response:

Agree. The Department recently implemented an eectronic interface into the
State’ saccounting system and no longer required hard copiessent in centraly. As
areault, guidance in place to the fidd was not specificaly reiterated as requiring
documented gpprova. The Department will resffirm its policies and procedures
gpecifying what documentation should be maintained and properly reviewed for
credit card expenditures by December 1, 2000, and we will conduct severa
samplesto determinepolicy effectiveness. Thiswill beimplemented by March 31,
2001.

Recommendation No. 26:

The Colorado State Petrol should requireitsloca officesto verify approvasof credit card
transactions before input into the Stat€' s accounting system.

Colorado State Patrol Response:

Agree. The State Patrol will implement procedures so that procurement
transactions are reviewed and approved on at least amonthly basis by December
1, 2000.

Division of Criminal Justice

The Divison of Crimind Justice's purposeisto "improve al areas of the administration of
crimind judticein Colorado." The Division accomplishes this purpose through education,
research, grant administration, program management, and training and support for stateand
locd policy makersin the crimind justice sysem.  The Division receives the mgority, or
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about 64 percent, of its $58.6 million of funding from genera funds, 31 percent from
federd funds, and 5 percent from cash funds.

Salaries Charged to Federal Grants Should Be
Properly Supported

The Divison administers severd federa award programs with staffing costs of about $2.7
million. Many g&ff, especialy management, spend their time on severd of the programs.
OMB Circular A-87 specifiesthat salariescharged to federa programs must be supported
by payrall activity reports. Aninterim alocation can be used if thealocation isreconciled
quarterly to actua time records. Exception time such as annud leave, sick leave, and
holiday time must be charged proportiondly among federal grants if a person works on
more than one grant. We found that the Divison does not maintain actud time records.

Instead of actual time records, as required by federd regulations, the Division alocates
time based on Divison managers monthly estimates. The estimates are then distributed
to staff and, then &fter the fact, are reported in amonthly personne activity report, sgned
by each gaff person. The Division has not been reconciling quarterly, comparing actua
coststo budgeted distributions, based on the monthly activity reports. We discovered that
one employeewasrespongblefor six programs but only had time dlocated to threefor the
fiscal year through May 31, 2000. However, the Divison reviewed the dlocation for all
employeeswithin the Divison through June 30, 2000, and concluded that alocationswere
consstent with actud time spent by staff on each federa program.

Therewere dso 11 out of 20 time sheets reviewed where annud or sick leave, referred
to asexception time, was not charged proportionally to grants. For the 11 time sheetswith
disproportionate exception time we found that 32 percent of the exception time was
reported againg the Byrne Formula Grant, but only 22 percent of their regular time was
spent on the program. The 10 percent differentiad amounted to $2,249 being overcharged
to the program. Without proportionate exception time dlocations, federa programs may
be charged sdlary costs inappropriately.

The Divison should develop procedures to maintain adequate time records under the
requirements of OMB Circular A-87 that reflect actua time worked. Allocated time
should be reconciled to actua time worked on a quarterly basis and appropriate
adjusments made. Noncompliance could result in the loss of federa funding to the
Divison.
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Recommendation No. 27:

The Divison of Criminal Justice should develop procedures for tracking time worked so
that sdlary charges to federa programs are adequately supported. Actua time worked
should be recorded by personnel and then reconciled to the all ocation on aquarterly basis.
In addition, exception time should be prorated among federal programs in the same
proportion as regular sdaries.

Division of Criminal Justice Response:

Agree. Inadditionto the current timetracking method, the Divison will implement
a quarterly reconciliation system and train all gaff to prorate exception time
accurately no later than January 1, 2001.

| ncrease Audits of Community Corrections
Vendors

The Divison has the respongbility to alocate funding to loca community corrections
boards, which are located in each judicid digtrict. The funding primarily coversdiverson
programs and trangition correctiona programs. A total of $37.9 million was recently
alocated for Fiscal Year 2001. Loca corrections boards select vendors to carry out
corrections functions. There are currently about 35 active vendors. The Divison is
required by state statute to audit the vendors at least once every three years. It has
developed standard guidelines that are the criteria and badis for the audits. The Divison
believes that thisis an essentid function to ensure the program is operating effectively in
accordancewith Divisonguidelines. During the course of our audit wefound that vendors
had not been properly audited in accordance with statutory guidelines.

Of five vendors sdlected in our sample, two had not had an audit within the past three
years. In addition, another one of the audits included only the investigation of a specific
complaint about a program that had not been otherwise audited in the prior three years.
The most recent audit for two of the vendors was in 1994 and one had not been done
gnce 1991. According to Division records, atotal of about 18 vendors have not been
audited within Fisca Years 1998, 1999, or 2000. Without timely audits, there is no
assurance that vendors are carrying out their functions in accordance with the Division's
policies.
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The Divison should develop a schedule to ensure that al vendors are audited in
accordance with statute during a three-year period. The Divison stated that it plans to
accel erate audits so that al are completed within the next two yearsto catch up and so that
audits remain current.

Recommendation No. 28:

The Divison of Crimina Justice should develop a schedule so that audits of community
corrections vendorsare compl eted at | east every three yearsto ensure vendor compliance.

Division of Criminal Justice Response:

Agree. The office has developed a two-year schedulein 1999 in order to catch
up audits that were not completed during an extended vacancy in the auditor
pogition. If the plan remains on target, audits will be current by December 31,
2001.
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The Department of Revenue's primary role is to manage the State’s tax system. In
addition, the Department is respongible for performing various other functions asfollows:

Adminigter the State L ottery, which grossed nearly $371 million in ticket sdesin
Fiscal Year 2000. Of thisamount, about $89 million was availablefor digtribution
for capital construction aswell as for parks and outdoor projects.

Act as a collection agent for city, county, RTD, specid didtrict, and severance
taxes. The Department received nearly $798 million in taxes and fees on behdf
of other entities,

Collect taxes and fees for the Highway Users Tax Fund (HUTF), which is
primarily for the benefit of highway maintenance projectsin the State. In Fisca
Y ear 2000, amounts collected for HUTF totaed approximately $734 million.

Regulate the limited stakes gaming activitiesin Cripple Creek, Black Hawk, and
Central City. The gaming communities grossed about $595 millionin Fisca Year
2000.

Enforce tax, acoholic beverage, motor vehicle, and emissons ingpection laws.

Operate the State’s 11 Ports of Entry.
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Department of Revenue
General Fund Revenue Collections
(In Millions)

Other Corporate
State Sales $497 Income Tax
Tax
407
$1,719 $
Individual
Income Tax
$3,996

Sour ce: Department of Revenue, Fiscd Y ear 2000 Collections Report.

In Fiscal Y ear 2000 the Department had a budget of nearly $477 million and 1,534 full-
time equivdent gaff (FTE). The State L ottery Division had thelargest share of the budget,
accounting for nearly 65 percent of the total. About 70 percent of the Department’s
revenue comes from cash-exempt sources such aslottery ticket saes, Highway Users Tax
Fund collections, and fees charged by the Digtributive Data Processing Fund, which
maintains the motor vehicleregidrationssystem. Theremaining revenueis 23 percent from
generd funds, 6 percent from cash funds, and less than 1 percent from federa funds.

Streamline Process for Reviewing
Estimated Tax Payments

In Fiscal Year 2000 the Department collected about $1 billion in corporate and individua
estimated income taxes. Taxpayers with income from Colorado sources make estimated
income tax payments throughout the year if the estimated tax liability due on ther annua
tax return exceeds $1,000. Corporations must make estimated periodic tax payments if
their tax ligbility for the year is expected to exceed $5,000. Taxpayers who do not pay
estimated taxes during the year as required may be assessed pendties and interest on the
unpaid amount.

The Department’s Fair Share Section has established automated edit checks to detect
ingances in which the taxpayer clams more estimated payments on hisannua return than
the Department has recorded as actua payments received. Tax examiners in the Fair
Share Section review weekly reports generated from the edit program to resolve the
differences. Some of these differences result from errors made by Department staff in
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posting taxpayer payment information to the sysem and may be resolved by manua
adjustments to the taxpayer’s account. The Department may have to request that the
taxpayer provide additiona documentation of payments made or bill taxpayers for the
differenceif it is not attributable to errors made by the Department.

During the audit we found severd deficiencieswith the process of evauating and resolving
differences in amounts claimed versus amounts received, as follows;

Manual adjustments made to taxpayer accounts by Department staff are
not adequately reviewed by supervisors. We noted three instances of errors,
totaing $1,696, made by Fair Share staff in manualy adjusting taxpayer accounts.
Tax examiners review taxpayer accounts and make manua adjustments to those
accounts if they determine an error was made by the Department in posting
estimated tax payments. Many of these adjustments are routine and may include
trandferring tax amounts between tax years or between accounts of spouses or
parent/subsidiary accounts. Further, it is the Department’s informa policy to
review and approve al manua adjustmentsto accounts. There was no evidence
that these three adjustments were reviewed and approved by asupervisor. Asof
the end of fieldwork, these errors had not yet been corrected.

Follow-up on inquiry letters sent to taxpayers is not automated. Inquiry
letters are sent to taxpayers prior to billing, requesting additiond documentation
or information on payments made. Generdly, aresponse is requested within 30
days. Unwritten policy in Fair Share requiresthe tax examiner to retain acopy of
al letters sent to taxpayers and review the outstanding letters monthly. We noted
6 instances out of 60 in which the tax examiner sent a letter of inquiry to the
taxpayer but did not follow up to determine if a response was received by the
Department. Automating follow-up oninquiry letters so that thetax examinersare
aerted dectronicaly when a response has not been received by a certain date
would minimize the risk that issues are not resolved. Because the processis not
automated and copies of the letters may not have been retained, itisnot possble
to determine to what extent follow-up may not have been completed. Without
adequate follow-up procedures, additiona taxes may be owed but not collected.

Use of cancellation codes may impair follow-up on taxpayer accounts.
Cancellation codes are used by tax examinersto temporarily remove or “cancel”
dl items on the edit report. Normdly, for other divisons within the Department,
amounts owed are billed automaticaly within two weeks by the Department’s
accounts receivable sysem. The cancellation codesalow Fair Share gaff timeto
investigate and possibly resolve discrepancies before a billing is generated. We
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noted 2 instances out of 78, totaling $2,325, inwhich atax examiner cancelled an
account on the system, but did not follow up with aninquiry letter, bill, or amanud
adjustment to correct the account until the matter was brought to their attention
through our audit. When the temporary cancellations are not removed, the
account will not appear on the next weekly report, and thus may not be resolved.
Again, becausethisisamanuad process, it isnot possible to determine how many
accounts may have been cancelled and subsequent action not taken.

A report of taxpayer deficiency notices pending approval isrun only once
per year. Asnoted earlier, anotice is generated automaticaly if a cancellation
codeis not placed ontheaccount. If the account iscanceled, tax examiners must
manudly request abill to be sent. However, the billing must first bereviewed and
approved by a supervisor in the Fair Share Section. For Fiscd Year 2000 the
report of bills pending approva to be sent is only generated once ayear. Of the
two hills in our testwork requiring agpprova, we noted one ingtance, totaling
$24,681 in taxes owed, in which a bill was not sent to a taxpayer for over four
months because it was awaiting supervisory approval. More frequent generation
and review of the report would help ensure that bills are sent to taxpayers on a
timely bass.

Under the current system, timeis spent by Fair Share staff manudly tracking the progress
and status of accounts. Manua processes could result in afallure to complete follow-up.
In addition, without adequate review, there is a risk that adjustments are being made
eroneoudy.  Improvements would ultimately result in a more efficient and effective
process for resolving discrepancies in estimated taxes.

Recommendation No. 29:

The Department of Revenue needs to evaluate its policies and procedures related to
estimated tax payments and streamline the process by:

a. Reviewing manua adjustments made to taxpayer accounts to ensure accuracy.

b. Automating the method of following up on inquiry letters sent to taxpayers to

ensure timely response.

c. Devdoping controlsover the use of cancellation codesto ensure that accountsthat

have been cancelled on the system are resolved correctly and in an appropriate
and timdy manner.
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d. Reviewing reports of pending deficiency notices more frequently to ensure
taxpayers are billed in atimey manner.

Department of Revenue Response:

a. Agree. The section will now record al Fair Share documents going to

b.

d.

processng. A Tax Examiner IV will report their findings to the section
supervisor who will perform this verification process. They will verify the
posting of the documentsand create areport detailing al accountsthat did not
post correctly. Implemented November 3, 2000.

Agree. The section will modify and utilize the current protest tracking system
to perform this function. The system has been modified to alow a supervisor
to input ahold on ataxpayer’ saccount. Thiswill dlow additiond timefor the
taxpayer to respond without being billed. 1t will aso dlow the supervisor the
ability to track and report to the examiners any response grester than thirty
days. Implemented November 3, 2000.

The section will dlow the examiner to cancd an inquiry thet isawaiting further
action by the taxpayer, but a supervisor will review dl cancdlations. The
supervisor will then place the record into the protest tracking system that will
require aresponse within thirty days. Implemented November 3, 2000.

Agree. Monthly reports of al accountswaiting for abilling approva will now
be created and distributed. Implemented November 3, 2000.

Strengthen Controls Over the | ssuance of
Earned |ncome Credits

The State refunded $25.3 million of the Staters excess revenue in Fiscal Year 2000
through earned income credits. The creditswere available for thefirgt timein Fisca Year
2000 and aredlowed to digibleindividuadsin addition to theregular TABOR refund. The
credit isdesigned to assist low-income househol dsthat have federd adjusted grossincome
of $30,850 or lessand equals 8.5 percent of thefederd earned income credit. During our
testwork we found controls lacking over the review of these credits.
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The Department designed one edit to detect errorsin the amount of earned income credit
clamed by thetaxpayer. The edit was designed to rgject returns when the earned income
credit exceeded the maximum alowable amount of $324. This amount is based on 8.5
percent of themaximum alowablefederd credit of $3,816. The Department indicated that
this control did not function properly resulting in anumber of taxpayers receiving arefund
larger than they were entitled to. Of 60 tax returns sampled, we found:

» Sreturnsthat werecalculated incorrectly. Wefound sometaxpayersused 85
percent instead of 8.5 percent in the caculation, faled to prorate for part-year
residency, and used thefederal earned income credit. Inour samplethe 5 returns
that were inaccurate resulted in over-refunds totaling $1,353. Had the edit been
functioning properly, al of these errors would have been detected before the
refund was issued for the incorrect amount.

e 27 returns did not include the required Colorado Individual Credit
Schedule. The credit schedule shows the amount of the federa earned income
credit, whichisthebasisfor the state credit. The Department=singtructionsrequire
the supplementa schedule and the return is incomplete without it, but the
Department will go ahead and process the return if the schedule isnot submitted.
Without the credit schedule, it is not possible for the Department to determine
whether or not the state credit claimed is accurate.

The Department processed earned income credits by relying on asingle edit that did not
functionproperly. Inaddition, no onereviewed the Colorado Individual Credit Schedule.
Thisresulted in a number of taxpayers receiving refunds for whichthey were not entitled.
To correct the system failure, the Department subsequently reviewed dl earned income
credit refunds in excess of $324 and hilled about 60 taxpayers that origindly received
incorrect refunds. The Depatment might have a difficult time collecting al the
overpayments, since the mgority of the taxpayers that quaified for the credit are low-
income Colorado residents.

The Department should have implemented controls to ensure the accuracy of the earned
income credit reported by taxpayers. This could have been accomplished through more
thorough testing of the edit before it was placed into operation. In addition, because the
Department did not request the required Colorado Individua Credit Schedule, the
Department essentially processed incomplete returns. If the schedule is not provided by
the taxpayer, the Department should not process the return or should evauate other
methods of independently verifying the accuracy of the credit. These controlswould have
lessened the risk of the earned income credits being refunded improperly.
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Recommendation No. 30:
The Department of Revenue should ensure that earned income credits are accurate by:

a. Teding tha its edits for rgecting tax returns for earned income credits are
functioning correctly.

b. Processing only completereturns, or evauating methods of ensuring thet accurate
credits are clamed should the taxpayer fail to submit the required schedule.

Department of Revenue Response:

a. Agree. The earnedincomecredit isscheduled to beincluded in testing during
the December system test.

b. Agree. The earned income credit computations will al be checked againgt
federal information for accuracy as part of aFairshare project. Inaddition, al
eectronicdly filed returns include schedule 104CR automaticdly as a
requirement for claiming the earned income crediit.

| mprovethe Processing of Estate T ax
| nstallment Payments

An edtate tax return is required to be filed with the Department if the gross amount of the
estateisvalued a morethan $650,000. Thetax return and full payment isdue ninemonths
after the date of death unlessthe filer dectsto defer payment of part or adl taxes due and
pay iningdlments. Theingdlment terms alowed by the Department are either 10 or 15
years, and ingtdlment payments are due annualy on the same datetheorigind return was
due. The Department=s Taxpayer Services Section is respongble for ensuring that estate
tax ingtalment paymentsare paid timely and processed and recorded accurately. At June
30, 2000, installment tax payments due the Department totaled about $2.5 million.

Interest is charged on any tax due that is not paid by the due date. Thus, ingtallment
payments, if elected, are subject to interest cal culated on estate taxesowed, at thefull rate
of interest, which isthe prime rate of interest plus 3 percent. If payment is made within 30
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days of theduedate, adiscounted interest rateis applicable that is 3 percent lessthan the

full rate.

During our testwork of 5 out of 18 edtate tax files, we noted that the processing of
ingalment payments of edtate taxes is a very manua, |abor-intensve process, involving
periodic s&ff review of files and manua calculations of payment amounts. We noted that
there are no written policies and procedures governing the processing and review of
ingdlment payments, resulting in the following deficiencies:

Inadequate follow-up to ensure late filers are timely billed. Payment
information is entered onto a separate estate tax computer system. Manualy
caculated interest amounts are aso added annually to estate tax principd in the
decedent=s account on the computer system. Interest is cdculated a the
discounted interest rate because the Department assumes that the taxpayer will
pay timdy. If a payment is not received within 30 days of the due date,
Department staff reca culate the interest due at the full rate of interest, but do not
hill thetaxpayer for the additiond interest until the next annua ingtallment payment.

Lack of an automatic or other method for identifying late payment or non-
payment of installments and for calculating interest. Since the edtate tax
system is not connected to, or part of, the Department:=s accounts receivable
system, AARAPS, thereisno on-linemeans of determining if apayment was paid
lateor not paid at al. Instead, manua reviews of decedent files are performed by
Depatment staff. No policies or procedures exist to specify how often file
reviews must be performed.

Manual calculationsof installment paymentsof principal and interest with
Nno supervisory review to ensure accuracy. Interes on the ingalment
payments is currently caculated manualy on handwritten columnar spreadsheets
maintained in the decedent:s file. No supervisory review is performed of the
manud caculations of ingdlment payments due. The Department=s computer
system has spreadshect capabilities. However, staff do not utilize the system to
cdculae ingdlment payments. If manud caculaions continue, the Department
should review the calculations because there is a greater risk of error than if the
calculations were automated.

During our testwork we found that one estate has not remitted an annua payment since
Augugt 1997, even though the edtate till owed $6,700 in edtate tax, plus interest.
Indudinginterest cal cul ated through August 2000, the estate owed the Department $8,582
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in estate tax and interest, according to Department records. On the basis of auditors
inquiries, the Department findly billed the estaters executor for the entire $8,582 in August
2000, and received a partia payment of $3,000 in October 2000.

Automationof processing estatetax ingtallment paymentsand establishment of policiesand
procedures will reduce the potentia for error and require less intervention from
Department gtaff.

Recommendation No. 31:

The Department of Revenue should devel op written policiesand proceduresfor processing
and reviewing edtate tax ingtalment payments to include, a a minimum:

a. Consgent, uniform follow-up by Department staff to ensure that billings to late
filersare timdly.

b. Egablishment of an automatic or other method for identifying late payment or non-
payment of ingtalments.

C.

A requirement that interest and principa be automaticaly cal culated and reviewed
by a supervisor to ensure accuracy.

Department of Revenue Response:

a. Agree. A new tracking system has been developed in conjunction with new

C.

procedures on deding with the ingalment agreements.  Implemented in
September 2000.

Agree. The use of an automated system (AARAPS) for tracking these
accounts was pursued, but the system could not be reasonably adapted to
accept the unique Stuations that are required by the estate tax laws,
particularly consdering the smal number of accounts involved. However, a
manua spreadshect to track theinstallment payments has been devel oped and
built into the Department’ s new procedures. Implemented October 1, 2000.

Agree. The new procedure includes use of the PRZA (mainframe sub-
program) and areview of dl interest charges by areviewer. Implemented in
September 2000.
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Computations of Tax Conferee Accruals
Are Not Reviewed

The Tax Conferee Section is part of the Department of Revenue's Tax Group. The
Section is responsble for handling disputes when there is disagreement between the
Department and the taxpayer in interpreting tax law. In Fiscal Year 2000 the Tax
Conferee Section resolved 366 tax cases resulting in collections of about $8.3 million and
refunds of about $5 million.

The Tax Conferee Section prepares accruals or estimates of the amounts they expect to
collect and pay. Thisinformation is used to record revenue, receivables, and payableson
the State's accounting system. During the audit we found errorsin the schedules prepared
by Tax Conferee saff for determining receivable and payabletax accruds. We noted that
the tabulation was not reviewed by asupervisor. In addition, it appears that spreadsheets
are not linked, so amounts do not automatically carry over to other spreadsheets. The
more sgnificant errors affecting the Department’ s accrud caculation are asfollows:

* One error resulting in deferred revenue (revenue that is not expected to be
collected by the Department for at least a year) being understated by $5 million.

» Two errorsresulting in accrued taxes payable being understated by $99,383.
* Oneeror resulting in accrued taxes receivable being overstated by $143,903.

These posting errors were the result of staff’s carrying forward incorrect amounts to
summary schedules, or failing to change prior year amounts to current year amounts.

Although the Department ultimately corrected the errors when they were brought to its
attention through the audit process, a review would have detected the errors in atimely
manner before the information was released to the accounting section for input into the
State's accounting system. The review of the caculations by asupervisor or other g&ff in
the Tax Conferee Section isimportant to ensure that amounts are mathematically accurate
and agree to supporting documentation. In addition, linking spreadsheetsalowsfor more
accurate carryover of amounts from one spreadshest to another.
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Recommendation No. 32:

The Department of Revenue' s Tax Conferee Section should improveitstabul ation process
for recording revenue, payables, and receivables in the State's accounting system by:

a  Reguiring that schedules prepared for determining receivable and payable tax
assessment accruals be reviewed by a supervisor or other staff person in the Tax
Conferee Section.

b. Linking detailed spreadsheets to summary spreadsheets to minimize the risk of
carrying over inaccurate amounts from the detailed schedule.

Department of Revenue Response:

a. Agree. The supervisor or another coworker will review the schedules to
detect and reduce errors. Implementation date June 30, 2001.

b. Patidly agree. Linking may aleviate some inaccuracies, however, in some
cases linking can generate errors.  There is no guarantee of 100 percent
accuracy. The spreadsheetswill be linked for the next reporting cycle where
possible without risking an increase of errors. Implementation date June 30,
2001.

| mprove M ethodology for Estimating
Wage Withholding Tax Accruals

Eachyear the Department records the estimated amount of wage withholding taxes owed
by taxpayers as of June 30 but not yet remitted to the Department. The processisknown
as the tax accrud process. The Department accrued about $160.1 million in wage
withholding tax for Fiscal Year 2000. The accrua normaly increases or decreases due
to avariety of factorsincluding employment rates.

During our audit we found tha the methodology used by the Department may cause
ggnificant artificid fluctuationsin the wage withhol ding accruds because the methodol ogy
does not consistently reflect taxes received after year-end for wages earned as of year-
end. A means of determining what activity is attributable to what time period is abasc
concept underlying financia reporting. Without a means to determine an estimate of tax
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revenue on wages earned through June 30, the Department is not providing fundamenta
information required by accounting standards.

There are two parts to the development of accounting estimates. The first part is the
gpplication of the accrua methodology used by the Department. Thisincludesthereview
and approval of the sources of relevant data, evauation of the reasonableness of
assumptions, and congderation of changes in previoudy established methodology. The
second part is to evduate the methodology; thet is, to compare the estimate with
subsequent results to assess the rdliability of the estimating process.

The Department does not cong stently include wages earned through June 30 initsaccrua
cdculaionfor frequent filers. Frequent filers arethose taxpayerswho have alarge enough
tax liability that they are required to submit tax returns either weekly or biweekly. The
Department calculates the accrud based on the end date of the filing period instead of the
amounts attributable to days worked through June 30. For example, if wage withholding
paymentswere madefor theweek ending on June 30, the entire amount would beincluded
in the accrua because the end date of the pay period was in June. However, if the pay
period for the week ended on July 3, none of the payment would have beenincluded inthe
accrud, even though four days would have been attributable to June. Inconsistencies can
occur from year to year Smply dueto thetiming of the end of the pay period. Whilethere
has been no TABOR impact, the methodol ogy may cause sSgnificant variationsin reported
revenue from one year to ancther. Without using a wage withholding methodology that
aways accruestaxesthrough June 30, the Department islacking basic financid information
to consgtently cdculate income tax revenue.

Recommendation No. 33:

The Depatment of Revenue should improve its existing wage withholding accrud
methodology so thet it is consistently accruing taxes through June 30.

Department of Revenue Response:

Agree. This recommendation gpplies to wage withholding accounts classfied as
“frequent filers” Tax returnswith payroll periodsthat bridge more than one month
do not separately report the portion of payroll withholding liability that corresponds
to the end of a specific month. In order to accrue a full June ligbility for these
filers, the development of an alocation methodol ogy would be required to account
for any missng days in June. However, there are difficulties in developing an
dlocation methodology due to the lack of homogeneity among taxpayers.
Difficultiesinclude variationsamong taxpayersin daysof operation during apayrall
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cyde, thelength of payroll cycles, and the commingling of multiple payroll cycles
on one return.

The Department will meet and consult with the Office of State Planning and
Budgeting, Legidative Council and the State Contraller’ sOfficeto develop awage
withholding accrua methodology that will congstently accrue taxes through June
30.
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The Officeof the State Treasurer isestablished by the State Congtitution and isresponsible
for efficiently managing the Statesmonies. The Treasurer isan eected officid who serves
a four-year term.  The Office manages the State's investments, and implements and
monitors the State's cash management procedures. Other duties and responsibilities
include:

* Recaving, managing, and disbursing the State's cash.
o Safekeeping the State's securities and certificates of deposit.

* Managing the State's Unclaimed Property Program, the School Didtrict Loan
Program, and the Elderly Property-Tax Deferral Program.

The State's pooled investments are made up of a variety of securities as shown in the
fallowing greph:

Colorado Treasury Pool Portfolio
June 30, 2000

fln Millions)
Federa
Agencies

$362

Asset Backed

Securities
$630
U.S. Treasuries
$884
Corporate
Mortgage $448
Backed
Securities
$60

Sour ce: Office of the State Treasurer records.
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Compliance With Colorado Funds
M anagement Act

The Colorado Funds Management Act (the Act), (Section 24-75-901, C.R.S.), was
enacted to alow the State to finance temporary cash flow deficits caused by fluctuationsin
revenue and expenditures. Under the Act, the State Treasurer is authorized to sdll Tax and
Revenue Anticipation Notes (TRANS).  TRANS are short-term notes payable from the
future anticipated pledged revenue.

The Office of the State Auditor reviews information relating to tax and revenue anticipation
notes and reports this information to the Generd Assembly as directed by Section 24-75-
914, C.R.S. Thisreport section provides information about the July 5, 2000, issuance of
$150 million in Genera Fund Tax and Revenue Anticipation Notes (heresfter referred to as
the Series 2000A Notes) and the October 2, 2000, issuance of $250 millionin General Fund
Tax and Revenue Anticipation Notes (hereafter referred to as the Series 2000B notes.)

Termsand Price

Both series of Notes have a maturity date of June 27, 2001, and are not subject to
redemption prior to maturity. This date complies with the Act, which requires the maturity
date to be at least three days prior to the end of thefisca year of issue. Thefollowing table
provides other details of the terms and price.

Details of Series 2000A and 2000B Note | ssues

Issue Amount: 2000A $150,000,000
2000B $250,000,000
Denomination (Both Series) $5,000
Premium on Sae: 2000A $ 875259
2000B $1,207,734
Face Interest Rate: 2000A 4.75%
5.00%
2000B 5.00%
Average Interest Cost to the State:
2000A 4.353%
20008 4.295%

Sour ce: Office of the State Treasurer records.
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Security and Sour ce of Payment

In accordance with the Act, principa and interest on the Series 2000A and 2000B Notes
are payable solely from any cash incomeor other cash recel ptsrecorded in the Generdl Fund
for Fiscd Year 2001. Generd Fund cash receipts include those that are subject to
gppropriation in Fiscal Year 2001 and any pledged revenue, including the following:

* Revenue not yet recorded in the Generd Fund at the date the Notes were issued.
* Any unexpended Note proceeds.
* Proceedsof interna borrowing from other statefundsrecorded in the General Fund.

The State Controller will record monies reserved to pay the principal and interest of the
Notes in the Series 2000 Note Payment Account (Account). The holdersof theNotesare
secured by an exclusive fird lien on assets in the account. The State Treasurer holds, in
custody, the assets in the Series 2000 Note Account.

If the balance in the Account on June 15, 2001, isless than the principd and interest of the
Notes due at maturity, the Treasurer must deposit into it al Generd Fund revenue then
available and borrow from other sate funds until the balance meets the required level.

The amount due at maturity for Series 2000A is $157,260,000, consisting of the Note
principa of $150,000,000 and interest of $7,260,000. The amount due at maturity for
Series2000B is$259,201,389, consisting of the Note principal of 250,000,000 and interest
of $9,201,389. To ensure the payment of the Series 2000A and 2000B Notes, the
Treasurer has agreed to deposit pledged revenue into the Account so that the balance on
June 15, 2001, will be no less than the amount to be repaid. The Note agreement adso
provides remedies for holders of the Notesin the event of default.

L egal Opinion
Kutak Rock LLP, bond counsdl, have stated that, in their opinion:

» The State has the power to issue the Notes and carry out the provisions of the
Note agreement.

* The Series 2000A and 2000B Notes are legd, binding, secured obligations of the
State.
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* Interest on the Notesis exempt from taxation by the United States government
and by the State of Colorado.

| nvestments

Both the Colorado Funds Management Act and the Series 2000A and Series 2000B Note
agreements alow the Treasurer to invest the fundsin the Account in digible investments until
they are needed for Note repayment. Interest amounts earned on the investments are
credited back to the Account. The State Treasurer is authorized to invest the fundsin a
variety of long-term and short-term securities according to Article 36 of Title 24, CR.S.
Further, Section 24-75-910, C.R.S.,, of the FundsManagement Act Satesthat the Treasurer

may:

* Invest the proceeds of the Notes in any securities that are legd investments for the
fund from which the Notes are payable.

*  Depost the proceeds in any digible public depository.

Purpose of the I ssue and Use of Proceeds

The Notes are being issued to fund the State s anticipated Genera Fund cash flow shortfalls
during the fiscal year ending June 30, 2001. The proceeds of the sde of the Notes were
deposited in the State' s Genera Fund. Note proceeds will be used to dleviate temporary
cash flow shortfals and to finance the Stat€' s daily operations in anticipation of taxes and
other revenue to be received later in Fiscal Year 2001.

Additional Information

The Noteswereissued through acompetitivesde. A competitivesaeinvolvesabid process
in which notes are sold to bidders offering the lowest interet rate.

The Notes issuance is subject to the Internd Revenue Service's (IRS) arbitrage
requirements. In generd, arbitrage is defined as the difference between the interest earned
by investing the Note proceeds and the interest paid on the borrowing. In addition, if the
State meets the IRS safe harbor rules, the State is allowed to earn and keep this arbitrage
amount. The Department of Treasury is responsible for monitoring compliance with the
arbitrage requirements to ensure that the State will not be ligble for an arbitrage rebate.
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State Expenses

There are expensesincurred by the State that are directly associated with the issuance and
redemption of the TRANS. These expensesinclude:

Bond legal counse feesand reimbursement of related expensesincurred by thebond
counsd.

Disclosure counsel fees and expenses.
Fees paid to rating agencies for services.

Costs of printing and digtributing preliminary and find offering satements and the
actua notes.

Travel costs of state employees associated with note issuance and selection of a
financid advisor.

Redemption costs, consisting of fees and codts paid to agents to destroy the
redeemed securities.

The above expenseswere approximately $74,000 for Series 2000A and $30,000 for Series

2000B.

No recommendation is made in this area.
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Department of Health Care Policy
and Financing

| ntr oduction

The Department of Health Care Policy and Financing develops financing plansfor public
hedth care programs. It spent $1.91 billion to adminigter its programsincluding Medicaid
and the Children’s Basic Hedlth Plan. The following comments were prepared by the
public accounting firm of Baird, Kurtz & Dobson, who performed audit work at the
Department of Health Care Policy and Financing. Pleaserefer to page 43 in the Financia
Statement Findings section for additiona background information.

Obtain Approval for Cost Allocation Plan

Indirect cogts, or overhead costs, benefit more than one program. A portion of indirect
costs may be recovered by federa dollars based upon an approved cost dlocation plan.
The Department had not submitted aplan for Fiscal Y ears 2000 and 2001. Please refer
to Recommendation No. 5 in the Financial Statement Findings section for additional
details, our recommendation, and the Department’ s response.

Ensure Costs Are Allowable

Under thefederal Medicaid program, certain expenditures are considered alowable costs
and thereby qualify for reimbursement by thefedera government. Tota Medicaid program
expenditures, excluding administrative costs, were over $1.89 billion for Fisca Year
2000, which represents afederd share of just under $1 billion. The audit tested asample
of 208 program expenditures and credits with a net value of $89,987 (federd share
$45,128) for dlowability under Medicaid regulations.

Thetypesof erorsidentified inthe samplearesmilar to thosefound during the Fiscd Y ear
1999 audit. The most prevaent problem was that providers files for the Medicaid
programgeneraly lacked Electronic Datalnterchange (EDI) agreements. EDI agreements
are the providers attestation that they have appropriate medica records to support
eectronic claims submitted in batches for payment under Medicaid. Thetwo other areas
where errors were again identified—collections from third-party resources and follow-up
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on prescription credits—showed some improvement from Fisca Year 1999. Overdl,
evauationof the sampleidentified 202 program expendituresthat did not comply with one
or more of these dlowable cost criteria for the Medicaid program. These 202 items had
avaue of $93,454 (federa share $46,867). The errors were as follows:

Third-Party Resour ces: There was one instance in which there was no evidence noted
inthefileshowing effortsto bill athird-party resource, dthoughthebeneficiary'sthird-party
resource information was entered into the Medicad Management Information System
(MMIS). Third-party resourcesshould be exhausted prior to paying clamswith Medicaid
funds. In addition, federd regulations state that where athird-party liability is established
after the claim is paid, rembursement from the third party should be sought (42 CFR
sections 433.135 through 433.154). The Department risks being required to refund
federa reimbursement dollarsif third-party resourcesare not properly pursued and billed.

Electronic Datal nter change Agreementsand Adequate Support for Claims: There
were 202 instances in which an Electronic Data | nterchange agreement was not provided
for review. By not confirming these agreements are in place with providers, the
Department does not adequately ensure providers are aware of their obligation to have
medica records to support the clams submitted. Payments for clams unsupported by
medica records are not alowed under the Medicaid program.

Prescription Credits: There were 20 sample items in which documentation was not
present to indicate whether prescriptions were actualy picked up by the Medicad
recipient within the prescribed 14-day period. Regulaions alow the costs for
prescriptions to be billed only if the recipient obtains the prescription within 14 days.
Should arecipient not pick up aprescription within that timeframe, the provider isrequired
to credit the origind cost back to the program. This requirement is stated clearly in the
Pharmacy Provider Manua supplied by HCPF.

Effective June 1, 2000, HCPF approved an amendment to the pharmacy provider
agreements, requiring the provider to maintain a sgnature log documenting the signature
of the Medicad recipient and the date the prescription was picked up. These sgnature
logs will greetly assst the Department with post-payment reviews. The Department has
not yet developed a process to review these signature logs to ensure the Medicaid
program receives credit for prescriptions not claimed within 14 days. (CFDA Nos.
93.777, 93.778—Medicaid Cluster—Allowable Costs))
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Recommendation No. 34:

The Department of Hedlth Care Policy and Financing should ensure payments are made
only for alowable costs under the Medicaid program by:

a

Implementing control procedures to ensure Medicare or other third-party
resources are exhausted.

Enauring that Electronic Data Interchange agreements are current for every
provider submitting batch transactions before payment is made for those clams.

Monitoring pharmacy providers compliance with newly adopted requirementsto
maintain chronologica logswith Medicaid recipient Signatures and following up as
appropriate to ensure credits are received for prescriptions not claimed within 14
days.

Department of Health Care Policy and Financing
Response:

a. Agree. For thedam in question, the sysem error that dlowed that clam to
be processed without the proper edit set wasidentified and fixed April 2000.
For Provider Type 1 - hospitals - the system parameter was set to ignore the
third-party resource edit. All clams for that time period (October 1999 to
March 2000) were pulled during April 2000. Providers were sent the intent
to retract notices in order to comply with al regulations. That correction did
not identify those claims to be hilled to the carrier as pay and chase clams
versus cogt avoid dams. With theidentification of that problem for thisclam,
areview will be done of clams processed when the edit was turned off for
Type 1 Providers, and appropriate carrier billings completed. The review of
these claims should be finished by the end of March 2001.

b. Agree. The Department is working with the fiscal agent to re-enroll all
providers (please seeresponseto Recommendation No. 34afor timeframes).
The EDI agreement ispart of the provider gpplication. Asprovidersenrall, the
EDI agreements are mandatory and as the provider re-enrollment efforts
continue, al EDI agreements will be updated.
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c. Agree Beginning with Fiscal Year 2001, the Department in association with
the Medicaid Fraud Unit will perform random auditsto assurecompliancewith
the department's rules regarding the maintaining of chronologica logs and the
ensuring of appropriate creditsfor those prescriptions not claimed in 14 days.

Perform Reviews of Controls Over
Automated Systems

The Medicaid program is dependent on extensive, complex computer systems and the
interna controls over such systemsfor ensuring the proper payment of Medicaid benefits.
Federal regulations (45 CFR 95.621) require state agencies to establish and maintain a
program for conducting abiennid risk andysis and security review of automated systems
for the Medicaid program. The purpose of these requirements is to ensure that
appropriate, cost-effective controls and safeguards are incorporated and operating as
intended in Medicaid dams payment systems. HCPF contracts with a nongovernmental
service organization that functions as the fiscal agent for the Medicaid program and is
responsble for the operation of the Medicaid Management Information System (MMIS).

During the Fiscal Y ear 1999 audit we found that the Department had not performed and
documented the required on-gterisk analysis and system security review for MMIS. The
Fisca Year 2000 audit found that this deficiency has not yet been addressed. Thisisa
concern because MMIS processes al claims for payment under the State’'s Medicaid
program; in Fiscal Y ear 2000 aone this representsover $1.89 hillion in daims payments.
HCPF aso has not obtained an independent audit of the controls over MMIS or other
documentation demonstrating that controls over the system have been verified.

The Fiscal Year 2000 audit did note that in October 1999 the Department received
certification from the Hedlth Care Financing Adminigtration. This certification approved
a 75 percent federa financia participation rate for the operation of the new MMIS
retroactive to December 1, 1998, the implementation date of the current system.
However, thiscertification doesnot aleviatethe Department of itsrespongbility to perform
the required on-site risk analyss and system security review for MMIS.

It isimportant that the Department meet the requirements related to MMISto help ensure
adequate controls are in place and payments are appropriate. (CFDA Nos. 93.777,
93.778—Medicaid Cluster—Specia Testsand Provisions(Automated DataProcessing)).
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Recommendation No. 35:

The Department of Health Care Policy and Financing should ensure adequate controlsare
in place over automated systems for the Medicaid program by:

a. Performing and documenting the required analysisunder federd regulationsfor the
MMIS and following up onany corrective action deemed necessary asaresult of
that analyss.

b. Consder including a requirement that the fiscal agent obtain an independent
assessment of controls over the Medicaid Management Information System.

Department of Health Care Policy and Financing
Response:

a. Agree. The Department has followed up on the recommendetion from last
year and performed a Systems Security Review to ensure that security
procedures, contingency plans and emergency preparedness plans are
updated and in place. Aressidentified are in the process of being addressed.
The Department will perform the required risk andysis and formdize the
report on both the security review and the risk andysisin Fisca Year 2001
Although documentation was not provided to the auditor for Fisca Year
2000, thiswill be available and provided for the Fiscal Y ear 2001 audit.

b. Agree. Having anindependent assessment isavauable suggestion. Thefisca
agent hasprepared estimatesto perform such an assessment. Thiswill become
acontract item with re-negotiation to occur thisnext contract year. Depending
on funding thisitem may or may not beincluded. Thiswill be resolved during
Fisca Year 2001.

| mprove Oversight Over Eligibility

The audit reviewed the Department’ s procedures for complying with federa requirements
for determining the digibility of the individuaswho receve benefits and the providerswho
receive reimbursements under the Medicaid program. HCPF has established an
agreement with the Department of Human Services to oversee the determination of
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individuds digibility for Medicaid through entitiesthat serve as Single Entry Points (SEPS)
for theMedicaid program. Thesearetypicaly county departments of socia services. For
providers, HCPF contracts with its fiscal agent, a nongovernmenta service provider, to
determine providers digibility for receiving Medicad payments. Nonetheless, under
federal regulationsthe Department of Health Care Policy and Financing remains ultimately
responsible for the Medicaid program. This meansthat HCPF must have controlsin place
to ensure compliance with state and federd regulations for al aspects of the Medicaid
program, whether performed directly by the Department, or by another entity through
contractud or other formal agreements. Asmentioned above, in Fisca Y ear 2000 HCPF
pad Medicad benefits to various providers in excess of $1.89 hillion on behaf of
individud beneficiaries.

In the Fiscd Year 1999 audit HCPF received an audit comment because errors were
found in both individud and provider digibility; these errors generdly related to lack of
documentation. The Fiscd Year 2000 audit found that controls had been strengthened
over the SEPs and that there were fewer errors in the area of individud digibility
determination. However, in the area of provider digibility, we again found a sgnificant
number of ingtances in which the documentation of required licenses was lacking.

Individual Eligibility

The audit tested 208 expenditures, and we identified 2 ingtances of individud digibility
errorswith avalue of $1,229 (federd share $616) described as follows:

* In one indance, a beneficiary’s file did not contain information sufficient to
determine whether the individua was €dligible to receive services under the
Medicaid program.

* In another instance, a beneficiary’s case file indicated the individua was not
eigible, dthough benefits were paid on behdf of the individud.

According to federd regulaions, individuals must be digible for the Medicaid program in
order to receive benefits (42 CFR Part 435, Subparts G and H). By not ensuring that
SEPs are adequately and appropriately determining client digibility, HCPF risks that
benefits may be paid on behdf of indigible individuas. If such payments are made as a
result of errorsin the digibility determination process, HCPF would have to repay to the
federa government any Medicaid monies previoudy reimbursed to the State for these
individuds.
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While HCPF s digihbility payment error rate is below thefederal standard of 3 percent for
the Medicaid program, the Department should continue to improve controlsto ensure that
bendfits are paid only for digible individuas and thet information maintained in dlient files
adequately documents individuas digibility. (CFDA Nos. 93.777, 93.778—Medicad
Cluste—Hligibility (Client Eligibility).)

Recommendation No. 36:

The Department of Health Care Policy and Financing should strengthen controls over the
eigibility process for individuals under the Medicaid program by:

a. Working with the Department of Human Services to implement control policies
and tegting proceduresto ensuredl Single Entry Pointsare maintaining current and
complete files for Medicaid-digible beneficiaries.

b. Edablishing control proceduresto ensureclamsare not paid for anindividua who
is indligible for benefits and to ensure individuas no longer meeting digibility
requirements are disenrolled from the Medicaid program.

Department of Health Care Policy and Financing
Response:

a. Agree. The case record a the SEP must contain all the documentation
elements to verify proper determination of Medicaid digibility. When a
determinationis made that the client isno longer functiondly digible, thismust
be communi cated to the county department of socia service and documented
in the case record. HCPF will continue to work with the Colorado
Department of Human Services to strengthen and monitor the controls on
Medicad digibility to ensurethe case records contain accurate documentation
supporting Medicaid digibility for covered services on an ongoing basis.

b. Agree The Department agrees that only individuds digible for Medicaid
should receive benefits. In an effort to increase the accuracy of digibility
determinations, the Eligibility section hasincreased itstraining efforts over the
last three years to provide semi-annud training on Medicaid digibility across
the State. We have dso updated digibility rulesand clarified their gpplication
through numerous agency lettersto counties.
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The Department will continue to train counties in proper determination
procedures and will continue our internd quality assurance reviewsto assure
avery high levd of accuracy in the gpplication of digibility rulesin Fiscd Y ear
2001.

Provider Eligibility

HCPF' s fiscd agent is respongible for determining the digibility of providers to receive
reimbursement for services under the Medicaid program. Aspart of this, the fiscal agent
is required to maintain documentation to support that the medica providers are licensed
in accordance with federd, state, and loca laws and regulations (42 CFR sections
431.107 and 447.10; Section 1902(a)(9) of the Socia Security Act).

Out of the sample of 208 Medicaid expenditures tested, the audit found 118 instances of
provider digibility errors reated to lack of documentation of required licenses and
regidrations. In some cases more than one type of error was identified with a particular
provider. Thetota value of payments made to providersin the sample for which one or
moreerrorswereidentified was $42,978 (federal share $21,553). Theaudit identified the
following errors.

» 57 provider files did not contain a signed copy of the provider agreement.
According tofederd regulations (42 CFR §431.107), there must be an agreement
between the state Medicaid agency and each provider furnishing services for
which reimbursement is claimed.

* 94 provider files lacked documentation of one or more required licenses as
follows

—

63 providerslacked therequired licensefrom the Department of Public Hedlth
and Environmern.

3 transportation services providers lacked the required state license.

9 physician services providers lacked the required state license.

7 dentd services providers lacked the required state license.

2 pharmacy providers lacked the required pharmacy license.

31 laboratory services lacked the required registrations/waivers.

~ =

If paymentsare madeto indigible providers, the Department would haveto refund monies
previoudy reimbursed to the State by the federa government. Therefore, the Department
should ensure that the fiscd agent meets requirements related to provider digibility.
(CFDA Nos. 93.777, 93.778—Medicaid Cluster—Eligibility (Provider Eligibility).)
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Recommendation No. 37:

The Department of Hedth Care Policy and Financing should improve controls over
provider digihility by:

a.  Requiring the fisca agent to review al provider filesto ensure each fileincludesa
current provider agreement and documentation of gpplicable provider licensesand
registrations.

b. Revisng control procedures to ensure expenditures are made only to digible
providers.

Department of Health Care Policy and Financing
Response:

a. Agree. TheDepartment hasseverd effortsunder way according to its 5-year
plan to perform a review of al providers by July 1, 2005. The plan has
divided the providersinto 4 groups.

Groupl - Providers with Post Office Box addresses only.

Group?2 - Providers with unknown or incorrect mailing addresses.

Group3 - Providers without a known regulatory oversight agency.

Group4 - Providers without a PUC license or certificate who transport
wheedlchair and other specid needs clients.

Groupl has been completed and research has begun relating to group 2.

The Hedth Insurance Portability Accountability Act (HIPAA) is defining
standardsfor datato be collected asapart of provider taxonomy. Whenfind
rules are published, this process will drive additiona efforts to collect and
categorize the data. The Department will coordinate and schedule these two
efforts so as not to perform the requests for data twice.

b. Agree. The Department agreesthat effective controls need to be in place to
ensure only digible providersare pad. Asnotedin part“a” the Department
will develop re-enrollment procedures on a systematic basis to continudly
monitor the digibility of the providers who receive Medicaid funds. The
Department will investigate costs associ ated with devel oping system interfaces
with the Department of Regulatory Agencies by June 1, 2001.
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Managed Care Programs and Complaint
Systems

HCPF has awaiver from the federal government alowing the Department to operate a
Managed Care Program (MCP). Under the Managed Care Program, the Department is
required to ensurethat beneficiarieshave adequate accessto hedlth carethrough the M CP.
Medicad pays premiums on behaf of the beneficiaries served to the managed care
organizetions participating in the MCP.

As pat of the audit a sample of 30 managed care organization hilling submissions and
related agreements and other documentation was salected for testing out of a population
of 788 such organizations under the Department’ sMCP. Wefound one organi zation that
did not maintain adequate complaint logs showing participant identification numbers and
reason codes for the types of complaints received.

Another aspect of the Department’ smanaged care programisthe Program of All-Inclusive
Care for the Elderly (PACE). The Department did not provide any complaint logs for
PACE to us, and as aresult, we were unable to verify that such logs were maintained or
the adequacy of the logs. Providers under PACE are required to maintain adequate
complaint logs under the 2000 PACE Managed Care contracts.

IntheFisca Y ear 1999 audit, the Department also received arecommendation regarding
the need toimprove complaint logsin the managed care program. The Department should
take steps to address these issues to ensure the providers and HCPF receive feedback
about the servicesfurnished. (CFDA Nos. 93.777, 93.778—Medicaid Cluster—Specia
Tests and Provisions (Managed Care Program).)

Recommendation No. 38:

The Department of Health Care Policy and Financing should ensure al necessary
information is maintained regarding complaints under the Medicaid Managed Care
Program by:

a. Continuing to monitor providersin the managed care program and following up on
those not meeting requirements for complaint logs.

b. Verifying that providers under the Program of All-Inclusve Care for the Elderly
(PACE) adhere to requirements related to patient complaint logs.
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Department of Health Care Policy and Financing
Response:

a. Agree. The Depatment concurs that monitoring of complaint logs is an
important part of monitoring the managed care program. The Department
continuesto monitor the HMO complaint logs and corrective actionstaken by
the HMO.

b. Agree. The PACE Hedth Plan Manager receives copies of al complaints,
induding resolutions, from PACE quarterly. The complaintsare reviewed by
the PACE Hedth Plan Manager. |If upon review the Pace Hedth Plan
Manager identifies additional concerns or issues, or is not satisfied with the
resolution of a complaint, gppropriate depatmental personne further
investigate the issue.

Each Contractor under PACE is required to establish and maintain atimely
and organized system(s) for recording, tracking, and resolving participants
complantsand appedl s, which shdl includethe category of the complaint, date
received, resolution, name and identification number of the participant, and
identity of the providersinvolved. Though the complaint logs were not made
avalable to theauditor at thetime of the audit, thelogswill be provided for the
auditor’ sreview in the Fisca Y ear 2001 audit.

Maintain Adeguate Documentation in
CaseFiles

InboththeFisca Y ear 1999 and Fiscal Y ear 2000 audits, we noted during testing that the
case files from the Colorado Medicaid Fraud Unit (MFCU) were disorganized and that
the chronologica logs used to document the progress of the cases were incomplete. In
order to learn the disposition of the cases tested, the auditors were required to interview
the respective investigator for the case. Thislack of documentation resultsin dependence
on Department personnel, which could become a problem if staff turnover occurs or if
personnd must be absent for other reasons. HCPF should ensure that adequate
documentation exists in the files to enable personnd other than the investigator to
reasonably determine the progress and disposition of fraud cases that are under
investigation.

In addition, in Fiscd Y ear 2000 during testing of 30 Program Integrity Unit case fileswe
noted one file was missng a required sgnature and another file was missing required



130

State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2000

documentation based on the Quality Assurance Policy and Procedures. HCPF should
ensured| documentation isincluded in casefilesin accordance with the established Qudlity
Assurance Policy and Procedures to ensure program integrity. (CFDA Nos. 93.777,
93.778—Medicaid Cluser—Specid Testsand Provisons (Fraud & Program Integrity).)

Recommendation No. 39:

The Department of Hedlth Care Policy and Financing should improve documentation of
fraud and program integrity cases by requiring that casefilescontaindl required supporting
documentationand approvas. Inaddition, documentsin fraud cases should be maintained
in chronologica order from case opening to digposition with a corresponding log of the
case higory.

Department of Health Care Policy and Financing
Response:

Agree. TheMedicaid Fraud Control Unit (MFCU) is housed with the Department of
Law, not the Department of Hedth Care Policy and Financing. However, the
Department of Hedth Care Policy and Financing will bring up the concern from the
Office of the State Auditor with the MFCU during our next meeting time. Wewill dso
propose to MFCU that a requirement for files to be organized and well-documented
be added to our Memorandum of Understanding for the period beginning July 1, 2001.

We agree that HCPF file documentation for program integrity cases should also be
complete, and it isrequired in the Quality Assurance Policy. We agreeto attempt to
improve our interna processesin order to increase our 97 percent compliance to 100
percent during State Fiscal Y ear 2001.

Auditor Addendum: The Department of Health Care Policy and Financing's
responsenotesthat theMedicaid Fraud Control Unitislocated at the Department
of Law, not within HCPF. However, as mentioned earlier, under federal
regulations HCPF isresponsible for the administration of the State’s Medicaid
program. Therefore, HCPF isresponsible for ensuring case file information is
appropriately maintained by the Medicaid Fraud Control Unit.
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Review Regulatory Requirementsfor Cost
Auditsof Long-Term Care Facilities

The Department of Hedlth Care Policy and Financing is respongble for establishing the
ratesfor inpatient care used to reimburselong-term carefacilitiesin the Medicaid program.
During Fiscd Year 2000, there were 198 long-term care facilities in the State that
participated in the Medicaid program.  These facilities received approximately $360
million in paymentsin Fisca Y ear 2000 out of total Medicaid benefit payments of $1.89
billion. Under dtate regulations, HCPF is required to reimburse the facilities for the
reasonable cogsof operating an efficiently-runfacility within the parametersand maximum
rates described in the regulations.

Each year facilities are required to submit cost reports and related informationto HCPF.
The Department isresponsiblefor reviewing thisinformation and determining thealowable
average daily cog, or per diemrate, for each facility under Medicaid regulations. Per diem
rates are established for each facility annudly. Under state statutes the Medical Services
Board is responsible for establishing al sate regulations for the Medicaid program,
including those that govern rate-setting for the long-term care facilities.

The Department contractswith an accounting firm to complete the audits of long-term care
facility cogts. The firm reviews information from each facility and recommends to HCPF
the rate that should be used for rembursement for the applicable period. The Department
isresponsiblefor reviewing thefirm’srecommendations, issuing approva s of rate changes
as gppropriate, and implementing the rate changes.

State regulations alow the Department to conduct cost audits in one of three ways. by
performing arate caculaion, desk review, or an on-dte field audit a the facility.

The audit comment that follows was prepared by our staff during the Fisca Y ear 2000
financid and compliance audit of the Department of Health Care Policy and Financing.

Regulatory Requirements and Types of Cost Audits

We found that the Department is not conducting cost audits of long-term care facilitieson
a badis that is consgtent with state regulatory requirements in two respects.  Firdt,
regulations require that afield audit should be conducted on each facility every third year.
Out of our sample of 23 facilities, we found that 6 facilities should have received a fidd
audit, according to the requirement in the regulations. Instead, on the basis of a risk
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assessment performed by the contractor, the Department had approved these long-term
carefacilitiesto receive ether arate calculation or adesk review.

Second, if the facility’s reported costs exceed the maximum per diem rate established
under regulations by $5 or more, regulations require that a rate calculation be used to
satisfy the audit requirement. Staff state that regulations provide for the use of arate
cdculation in these Stuations because reimbursement rates are capped a the maximum
dlowable rate, and thus any reported costs above that rate cannot be reimbursed.
However, we found that HCPF requires the contractor to perform arate caculation in
cases where the reported costs exceed the maximum per diem by only $2 or more. In
other words, the Department requires a rate calculation to be performed at a lower
threshold than that provided in state regulations.

The Department should eva uate current practices for determining the type of cost audits
to be performed at facilities and then take appropriate action to ensure regulatory
requirements and actual practicesare digned. (CFDA Nos. 93.777, 93.778-Medicaid
Cluster—Specid Tests and Provisons (Inpatient Hospital and Long-Term Care Facility
Audits).)

Recommendation No. 40:

The Department of Heath Care Policy and Financing should review regulations for
determining the type of cost auditsto be performed at long-term carefacilitiesand current
practices by:

a. Evduating the risk assessment methodology employed by the contractor as the
bass for recommending the type of cost auditsto be performed at long-term care
fadlities.

b. Assessing the appropriateness of using the $2 instead of the $5 threshold as the
bass for performing arate recdculation for afacility.

c. Proposing changes in exigting regulations as needed.

Department of Health Care Policy and Financing
Response:

Agree. The Department agreeswith the above recommendations. (Thisresponse
concerns the rate-setting rules and practices for Colorado nursing facilities, as
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distinguished from other types of long-term care facilities such as aternative care
fadlities (ACFs) and adult foster care (AFC) homes.) In fact, this winter the
Department intends to ask the Medical Services Board to approve changes to
pertinent regulatory language, effectiveMay 1, 2001. Thosechanges, if gpproved,
will (1) give the Department the discretion to choose among the three methods of
Medicad cost audits, "based on the consderation of appropriate risk-anayss
factors," (2) diminate the $5 dollar threshold (or any other dollar amount) as a
bass for performing a rate cdculation, and (3) diminate the requirement that a
nursng facility receive an on-gte fidd audit at least once every three years. In
addition, the Department intends to work closaly with its contract auditor in
establishing and applying suitable risk-anayss criteria for determining the most
appropriate audit method for aparticular nuraing facility. Therisk-andysscriteria
will befindized by July 1, 2001.

Oversight of the Children’s Basic Health
Plan

The Children's Basc Hedth Plan (CBHP) provides subsidized hedlth insurance for
childrenin low-income families not digible for Medicad. CBHP serves as the State's
program under the federal Children’s Hedlth Insurance Program (CHIP), which was
passed by Congressin August 1997. Under CHIP, dmost $40 billionin federd fundswas
made available over a10-year period to states with approved plans. Colorado expended
goproximately $24.3 millionin state and federd fundsfor CBHPinFisca Year 2000. The
federal government reimburses about 65 percent of CBHP expendituresthat qualify under
CHIP laws and regulations.

As of April 30, 2000, Colorado had enrolled 24,410 children in the Children’s Basic
Hedth Planout of an estimated 69,100 digiblein the State. CBHP isavailableto children
infamiliesnot qualifying for Medicaid a or below 185 percent of thefederd poverty leve.
Children must be under 19 years of age.

State statutes al o establish the CBHP Policy Board (Board), which setspolicy and adopts
rules for CBHP. The Depatment of Hedth Care Policy and Financing (HCPF)
adminigtersthe program and, asrequired by statute, contractsfor the marketing, outreach,
digibility determination, and enrollment functions of CBHP. Currently the Department
contracts with Child Health Advocates (CHA) to perform these functions. CBHP is
marketed under the name “Child Hedlth Plan Plus,” or “CHP+.”
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During Fisca Y ear 2000 the Office of the State Auditor conducted a performance audit
of the Children’s Basic Hedth Plan. The audit comments below were contained in the
Children’ sBasic Health Plan Performance Audit, Report No. 1225A,, dated July 2000.

Reduce Administrative Costsfor CBHP

The organizationd structurefor the Children’ sBasic Hedlth Plan involvesnumerousentities
and contractua relationships. Wefound that the complexity of theadminidrative structure,
combined with the rdatively smal number of children served and the costs of starting an
entirdly new program, has contributed to sgnificant administrative costs. Additiondly, the
State e ected to devel op a separate adminidrative structure for CBHP than for the existing
Medicaid program. For Fiscal Year 2000, adminigrative costs for CBHP are expected
to run dmost 37 percent of the cost of hedlth care services provided to children, or amost
27 percent of tota program costs (hedlth care services plusadministrative costs). In other
words, out of each dollar spent on CBHP, about 27 cents is spent on administration.

Onthe basis of reports provided by the Department to the federal Hedlth Care Financing
Adminigration (HCFA), snce the start of operationsin April 1998 through March 2000
CBHP adminigtrative costs averaged about 23 percent of total program costs (i.e., health
care services plus adminigrative costs). The program’s administrative costs exceed the
limt established by the federal government for the purposes of receiving federa
reimbursement for program adminidration. The limit for dlowable adminidrative cossis
based on these costs not exceeding 10 percent of total program costs. To help with Start-
up cogts, HCFA temporarily adlowed dtates to draw federa funds for adminidtration in
excess of the limit, with the understanding that ultimately any excess drawswould need to
berepaid. The Department reportsthat asof March 31, 2000, the State owed about $2.9
million to HCFA due to draws above the federd limit for adminigtrative costs.

The Department needs to continue to explore options for reducing adminigtrative costs.
The Department identified severd optionsinitsFisca Y ear 2001 budget request including
changing CBHPto aM edi cai d-expansion program, changing CBHPto acombined stand-
alone and Medicai d-expans on program, privatizing more CBHP functions, or performing
more adminigrative functions within the Department to reduce redundancy. Another
dternative would beto create astand-a one program that usesthe Medicaid administrative
structure to the greatest degree possible. This option could dlow the State to take
advantage of the exising Medicad infrastructure without cregting another entitlement
program. (CFDA No. 93.767-State Children’ sHedlth Insurance Program—Earmarking.)
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Recommendation No. 41:

The Children’ sBasic Hedlth Plan Policy Board and the Department of Heglth Care Policy
and Financing should identify options for reducing adminigrative layers and cogts for the
Children’s Basic Hedth Plan, including options for dternative structures and ddivery
systems. The Board and the Department should establish atime line for completing this
review and submitting recommended statutory changesto the Generd Assembly onways
to achieve these godls.

Children’sBasic Health Plan Policy Board Response:

Agree. TheBoard agreesthat adminigtrative costsareaconcern. The Board will
review the report and respond to the Legidative Audit Committee by no later than
January 1, 2001.

Department of Health Care Policy and Financing
Response:

Agree. The Depatment has continued to identify options for reducing
adminigtrative costs. The non-HMO network has been maintained by the
Department due to its overdl cost-effectiveness to date (in comparison to other
options). However, given the advent of new factors that will affect the volume of
enrollment in the non-HM O network (HM O service areaexpansions), and recent
federa statements of policy regarding the avalability of matching funds, the
Department may need toimplement another solutionfor statewide benefit ddivery.
A mgor effort has been under way to identify dternatives to the non-HMO
network, and proposals will be made to the Legidature this Fiscal Year 2001 in
thisarea. The Department will dso evaduate the adminigrative structure prior to
the legidative session and prepare recommended statutory changes by January 1,
2001.

Clarify Requirements Related to Eligibility

Our audit identified some changes that need to be made to the current digibility rule for
CBHP to ensurethat documentation requirementsfor eigibility determination arecong stent
and appropriate.
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* Social Security Numbers. Under the CBHP digibility rule, a child's Socid
Security Number isrequired in order for the child to be digible for and enrolled
in the program. However, federa guidance for CHIP states that Socia Security
Numbers should not be required as a condition of digibility for state programs.

Depatment daff state this requirement was made because federd law requires
CHIP programs to screen for Medicaid, which does require a Socia Security
Number, and because federa guidelines dso emphasize the need to Sreamline
informationrequirementsamong programs. However, the CBHP ruleisin conflict
with federad guidance, which explicitly prohibits the requirement of a Socid
Security Number for CHIP enrollment. Federa guidelines contain recommended
wording that can be used on gpplicationsto make families aware that provision of
a Socid Security Number for participation in a CHIP program is not required.

» Alien Resident Identification Number. If the child isnot a U.S. citizen, the
CBHP digihility rule requires that an adien resdent identification number be
provided. Thisis congstent with federd guiddines requiring documentation of
immigration status. However, according to Child Hedlth Advocates staff, self-
declarations are accepted for dien regigtration numbers and date of entry into the
country. CHA'’s procedures are not consstent with federal guidance or with the
CBHP rule requiring documentation of immigration status.

» Conflicting requirements for income. The igibility rule for CBHP dates that
income has to be verified for income earned “within 30 days of the date of
goplication” (HCPF-CBHP Sec. 130.1.B, C.C.R.). However, in the section
regarding the calculaion of grossfamily income for determining digibility, therule
states thet dl income recaived by the family “in the caendar month prior to the
date of application” shall be counted (HCPF-CBHP Sec. 150.3, C.C.R.).

These two time periods may not necessarily be the same. Not only is this
adminigratively complex, but it is counter to the main purpose of verifyingincome:
to ensure digibility determination is based on information that has been
Substantiated.

These issues should be addressed to ensure that CBHP is in compliance with all
documentation requirements and that requirements are consstent. (CFDA No.
93.767-Stae Children’s Health Insurance Program-Eligibility.)
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Recommendation No. 42:

The Children’s Basic Hedlth Plan Policy Board should revise the Children’ s Basic Hedlth
Fan digibility ruleto:

a. Reflect federd guidance dtating that Socid Security Numbers are not to be
required as a condition of digibility for children that gpply for the program.

b. Require verificaion of income for the same time period used to caculate gross
family income for the purpose of digibility determingtion.

Children’sBasic Health Plan Policy Board Response:

Agree. The Board will review the recommendations in the report and respond to
the Legidative Audit committee by no later than September 30, 2000.

Recommendation No. 43:

The Department of Hedlth Care Policy and Financing should ensure enforcement of state
and federd requirements that applicants for Children's Basic Hedth Plan provide
documentation of dien regigtration numbers.

Department of Health Care Policy and Financing
Response:

Partidly agree. The Department beieves that federd guidance surrounding
verification of atizenship or nationd status and of immigration satusis conflicting.
The Persona Responsibility and Work Opportunity Act of 1996 requires that
separate CHIP programs verify citizenship or nationd status and immigration
datus. However, aletter received by HCFA regarding new guidance relating to
the Immigration and Naturaization Service (INS) states that " Section 1902(a)(7)
of the Sociad Security Act requires States to safeguard information regarding
applicants for and recipients of Medicaid benefits and prohibits disclosure of that
informationto an outside entity unlessit isdirectly connected to the adminigtration
of the State plan. We have determined that the INS and State Department public
charge determinations would not be connected to the adminigtration of the State
plan, unless such determinations will directly asss the State in recovering
outstanding debtsfrom an dien (most commonly involving overpaymentsor fraud).
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States are encouraged to adopt sSimilar restrictions under separate CHIP
programs” While this letter directly relatesto theissue of "public charge,” it does
gpecify that disclosure of information to the INS or Department of State is
prohibited. It isthe Department’s understanding that, under the Systematic Alien
Verificaionof Entitlement systlem (SAVE) used by Medicaid to obtain verification
without requiring persond documentation, information is sent to a clearinghouse
for verification of dien gaus. If theinformation is verifigble, apostive indication
is returned to the program requesting the information. If it is not verifiadle, the
information is turned over to the INS for investigation. If the letter is correct, the
exiging use of the SAVE system is prohibited by HCFA. However, the
Depatment shdl continue to invedigaie other dternatives of verification.
Implementation date: Contingent upon clarification from HCFA.

Prioritize the Accuracy of Paymentsto Providers

We reviewed the Department’ s systemsfor paying HM Os and physicians serving children
as primary care physicians (PCPs) under the CBHP Network. We found that HMO
paymentsare not routingly adjusted for retroactive changesto enrollment records, and the
reconciliation performed for retroactive changes related to physician payments needs
improvement. For example, CHA may learn that achild hasbeen enrolled intheMedicaid
program for severd months. This will result in a retroactive adjusment to the CBHP
enrollment records for those months, and it should aso result in a negative adjustment to
the next payment to the appropriate provider. However, adequate controls are not in
placeto ensure retroactive adjustments to enrollment records are identified and necessary
adjustments to payments are made.

Overpayments to providers are likely to result from the failure to make retroactive
adjusments. During April and May 2000, CHA gaff made 61 retroactive disenrollment
adjustments that should have resulted in amost $14,000 in reductions to capitation
payments. However, daff reported that information regarding these retroactive
adjustments was not relayed to network administration staff at CHA. The network
adminigration staff cdculate the amount of capitation payments for HMOs and PCPs and
any adjustments to these payments. In another instance an error in enrollment records
identified by CHA staff that should have resulted in reduction of about $1,500in capitation
payments due to an incorrect birth date for a child was not relayed to network
adminigration gaff.

In addition to these communication problems within CHA, we found that there are not
adequate procedures in place generdly to ensure that retroactive enrollment adjustments
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are reflected in future payments to providers. For Fisca Y ear 2000 the responsibility for
identifying these retroactive enrollment adjustments and correcting future payments is as
folows

C HMO capitation payments. The Department is responsible for using
information from CHA to identify discrepancies between projected and actua
enrollments and making the required adjustments to future capitation payments.
However, the Department does not have procedures in place to compare the
projected enrollments, used as the basis for monthly payments, with actua
enrollments, or to otherwise identify retroactive adjustments that should affect
future payments.

CHA daff reported that in February 2000 they provided the Department with an
egtimateindicating about $80,300 was overpaid in capitation paymentsto HMOs
over athree-month period early in Fisca Year 2000. At the conclusion of our
audit four months later Department staff indicated they had not ascertained the
accuracy of the information or made any necessary adjustments related to this
informetion.

C CBHP Network. CHA network administration staff complete a reconciliation
between projected and actua enrollments for the CBHP Network providers,
however, the reconciliation is performed quarterly, and as a result, the “look-
back” period is only from 30 to 90 days. This means that CHA personnel are
unlikely to identify retroactive enrollment adjustments made outside of the 30- to
90-day window and to adjust future payments accordingly.

We believe amore adequate |ook-back periodisat least 120 days. Weidentified
enrollment errors related to CBHP children smultaneoudy enrolled in Medicaid
that were as much as 12 months old (smultaneous enrollment is discussed in the
next section of this chapter).

Further, adjustments to capitation payments must be made within a reasonable period of
time. The Department’s contracts with HMOs and CBHP Network providers do not
permit HCPF to recover for adjustments that are more than six months past. Therefore,
in some ingtances it may be too late for the Department to recover amounts related to
retroactive disenrollments.

These retroactive adjustments need to be corrected not only because provider payments
should be accurate but, dso because the State receives matching funds from the federa
government based onthese payments. If provider paymentsareoverstated for CBHP, the
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Depatment is also drawing more federa funds than is appropriate under the CHIP
program. The Department should take immediate steps to improve controls in this area
to ensure funds are spent appropriately. (CFDA No. 93.767-State Children’s Hedlth
Insurance Program-Allowable CostsCost Principles.)

Recommendation No. 44:

The Department of Hedlth Care Policy and Financing should ensure capitation payments
for the Children’s Basic Hedlth Plan are accurate by:

a. Performing monthly reconciliationsfor provider paymentsthat compare enrollment
records used as the basis of payment with post-payment enrollment records for
the previous 120 days. Changes identified should be reflected in future payments
to providers.

b. Requiring gppropriate communication among staff to ensure al adjustments to
enrollment records are relayed to staff caculating capitation payments.

Department of Health Care Policy and Financing
Response:

a. Agree. Edablishment of requirements and proceduresto ensure the accurate
payment of providers was the Department’s top ddivery system-related
priority during contract renewd negotiations with the contractor during
February and March of this year. In the Fiscd Year 2001 contract, the
Depatment has specified its reconciliation expectations in detail. The
Depatment will implement a monthly provider payment reconciliation
procedure that will account and adjust for all retroactive disenrollments.
Implementation date: August 15, 2000.

b. Agree. The Department has aready taken the following actions to address
this problem. These are:

Implementation of a series of monthly enrollment reports that provide a
defintive statement of HMO enrollment for the purpose of payment and
reconciliation. These reports are symmetricaly represented in the
Department’ s contracts with both the contractor and participating HMOs.
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Implementation of information system changes a the contractor that will
automate the reconciliation of HMO capitation payment. This will reduce
opportunity for errors and omissons due to human oversght and
miscommunication within the contractor.

Creation of a monthly payment summary report that reflects all adjustments
for retroactive disenrollments. The amount of capitation adjusted due to
retroactive disenrollmentswill bedocumented monthly onthissummary report,
and digtributed to both the Department and HMOs. Implementation date:
August 1, 2000.

| dentify and Correct Duplicate
Enrollmentsin CBHP and the M edicaid
Program

CBHP children are sometimes smultaneoudy enrolled in the Medicaid program (“dud-
enrolled”). However, ingtances of dua enrollment can occur without necessarily being
detected by either program. This can occur because digibility and enrollment for CBHP
and Medicaid are tracked through two separate systems.  Currently there is no routine
exchange of information between the CBHP and Medicaid databases to sysematically
identify and correct insgtances of dua enrollment between these programs.

As part of our audit a data match was performed between Medicaid and CBHP
enrollment ligtsfor children enrolled in CBHP for part or al of the period from May 1999
through April 2000. Out of 15,691 children enrolled in CBHP during some portion of that
year, there were 1,830 children (11.7 percent) enrolled in Medicaid at the same time for
some part of the year. Of these dud enrollments, 423 children had been dud-enrolled
between 4 and 12 months. These numbers are likely understated because records for
7,370 additional CBHP children enrolled during part or al of this 12-month period could
not be matched againgt the Medicaid system due to data inconsstencies.

Double payment of hedth care coverage is a poor use of funds, and additionaly, these
kinds of payments violate federa regulations on two counts:

C Federd regulations prohibit charging the same expenditure to two different grant
programs. In this case the federd CHIP and Medicaid programs are both being
charged for the same child for hedlth services for the same period of time.
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C Federd regulations prohibit enralling a child in the state CHIP program if the child is
digble for Medicaid. Therefore, any corrections in payments must be made in
CBHP rather than in the Medicaid program.

Assuming that children are in the pre-enrollment stage of CBHP for about two months, we
estimated that approximately $242,000 in excess CBHP capitation payments were made for
dua-enralled children in the period tested. This estimate islikely to be low because it does
not include payments made for specidized services under the CBHP Network. In addition,
it does not include any estimatefor the 7,370 CBHP children for whom the datamatch could
not be run because of data problems.

In some instances CHA may have made adjustments that corrected some of these
overpayments, however, weaknesses in controls over provider payments, discussed in the
previous section, suggest that athough enrollment records may have been corrected, provider
payments may not have been adjusted. In any case, as well as improving controls over
provider payments, the Department needs to routindy match information between various
systems to ensureingtances of dual enrollment areidentified and corrected in atimely manner.
The fact that some children were dua-enrolled for as much asayear dearly indicatesalack
of proceduresto ensure dua enrollmentsareidentified and payments corrected. (CFDA No.
93.767-State Children’s Hedlth Insurance Program-Allowable Costs/Cost Principles;

Eligibility.)

Recommendation No. 45:

The Department of Hedlth Care Policy and Financing should work with the Department of
Human Servicesto identify on amonthly basisingancesin which children are smultaneoudy
enrolled in the Children’s Basic Hedlth Plan and in the Medicaid program. Erroneous
enrollment records and provider payments should be corrected in atimely manner.

Department of Health Care Policy and Financing
Response:

Agree. The Department appreciatesthework that the Office of the State Auditor has
done in this area. The Department will continue to work with the Department of
Human Services to attempt to resolve these cases in the shortest amount of time

possible.

The gtatutory design of the Children’s Basic Hedlth Plan program reflects a mode
commonto commercidly insured groups(i.e., progpective hedth plan enrollment and
12-months continuous dligibility). However, given the recent Satutory change that
explicitly dlows retroactive CBHP digihility and the fact that Medicaid digibility is
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mutudly exclusve to CBHP digibility, the Department may be compelled to
implement the complex enrollment status and payment reconciliation procedures that
were formerly unique to the Medicaid managed care program. This may have an
impact on HMO participation and, potentidly, rates.

Reconciliation of Fiscd Year 2000 CBHP files identified as having overlapping
Medicad digibility spans and paymentsto participating HMOs and providerswill be
avery labor-intensve effort that will require coordinated work within five (5) entities:
the Department, the contractor, Anthem, Horizon Behaviord Services, and Consultec
(the Medicad fiscd agent). Failure of these entitiesto coordinate retroactive edits of
digbility and enrollment status and process CBHP-to-Medicaid payment
reconciliations accuratdy (most of which will need to be completed manudly) will
have a significant adverse impact on HMOs and providers participating in both
programs.

In addition to the operational issues identified above, CBHP-to-Medicaid payment
reconciliationfor participating HMOswill not be possible unless thereisachangeto
Medicad HMO enrollment rules. Unlike CBHP, Medicad HMO enrollment rules
are very complex and precriptive. A CBHP gpplicant’ s sdlection of an HMO must
be deemed in the rules as an acceptable choice for the purpose of Medicaid
enrollment. Failureto implement such achangeto the Medicaid enrollment ruleswill:
(A) prohibit the Department from maintaining achild’ senrollment inhisor her origind
CBHP plan, (B) result in aggnificant financia lossto the HMO, and (C) potentidly
impede continuity of care.

Implementation date: September 15, 2000.

| mprove Premium Administration

The Depatment’s adminigtrative contractor for CBHP, Child Hedth Advocates, is
responsble for charging and collecting monthly family premiums and maintaining, reconciling,
and trangferring premium information to the State. As of April 2000, CHA reportsindicate
about 9,100 families, or 70 percent of the amost 13,000 families enrolled in CBHP, are
charged premiums, and the State had recorded fiscal year-to-date premium revenuesof alittle
over $1.3 million. CHA reported about $457,200 was outstanding as premiums due from
families

Problems with premium accounts include:
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Because of inaccurate premium records maintained by the prior program
adminigrator for CBHP, the Department alowed CHA to “archive’ dl amounts due
fromfamiliesas of February 28, 1999. In other words, familieswere not specificaly
requested to pay these amounts due to the program. The archived amount
represented almost $292,600; to date, HCPF reports that about $67,500 of the
amount remains outstanding.

In the fall of 1999, the Department asked CHA to reconcile each policyholder’s
account. CHA staff subsequently performed adetailed review of individua premium
accounts during which adjustments were made to over 3,300 families accounts, or
gpproximately 38 percent of premium-paying familiesat that time. 1n some cases staff
did not detail the basisfor these changes. Further, for some accounts, staff deleted
premium charges from records atogether.

In other words, CHA gtaff had the ability to delete activity from families accounts,
and the information system did not maintain evidence of the origind entries or the
dollar amounts deleted. CHA saff also reported that due to the volume of
adjustments, not al adjustmentswere reviewed by asupervisor. Because of therisk
of errors and irregularities, write-offs and deletions are a highly senstive area that
should have been tightly controlled, especidly in view of system deficiencies.

We found that a basic reconciliation between individua premium account baances
and tota premiums due had not been done. This reconciliation ensures that al
premiums charged, adjustments made, and paymentsreceived are posted to families
individua accounts. CHA staff report that they perform a “reasonability check” on
the overal balance, and they provided us with a spreadsheet identifying differences
betweenthe cd culated premium recel vabl e balance and the ba ance generated by the
informationsystem. Thesedifferencesranged from about $570to over $37,600 from
month to month over the past ten months. CHA gtaff reported they were unable to
determine the reasons for these differences and make corrections to individua
accounts that might have been needed.

We ds0 identified alack of adequate segregation of duties. One Staff person makes
the bank deposit, entersadjustmentsto individua accounts, and performsthe monthly
bank reconciliation. This combination of duties means that funds could be
misappropriated and the action subsequently concedled. CHA daff indicated that
beginning in July 2000 they will utilize a bank lock-box for premium payments,
ggnificantly lessening the number of cash receipts to which CHA staff have access.
Despite this improvement, adequate segregation of duties should be maintained at
CHA.
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Problems With the Premium Collection System Affect
Individual Family Accounts

We reviewed a sample of 67 families premium accounts. We identified problems in 14
accounts (about 21 percent):

C Premiumsnot charged appropriately. Inthree accountsfamilieswerenot charged
premiums for a month when they should have been. These same families were
charged a premium for amonth in which they should not have been.

e Premiumsnot charged in a timely manner. In March 2000, premiums for 11
families accounts were charged for months as far back as October 1999.

Charging for premiums should be ardatively straightforward process. The number of errors
in the sample indicates alack of adequate systems and controls to ensure ongoing accuracy
of accounts.

In addition to the problems noted with premium tracking and collections, inadequacies of the
present information system used by CHA likdly contributed to some concernsidentified in the
audit. We noted that the system is not able to perform monthly “cutoffs’; as a resullt,
adjustments to prior accounting periods can and are being made on a continua basis. We
aso found that the detailed premium receivables report generated from the system showed
individua account balances not in agreement with balances in the individua account records
within the systlem.

Regardless of the source of the problems found in the audit, all must be addressed. Under
the cogt sharing rule for CBHP scheduled to go into effect on August 1, 2000, familieswill be
disenralled from the Children’ s Basic Hedlth Plan based on nonpayment of premiums. Staff
indicate past due amounts as of July 31, 2000, will not be used as abasis for disenrollment.
However, it isimperative that families account balances are accurate and reliable under the
new rule; otherwise, the State risks disenrolling families on the basis of erroneousinformation.
(CFDA No. 93.767-State Children's Hedth Insurance Program—Program Income;

Reporting.)

Recommendation No. 46:

The Department of Hedlth Care Policy and Financing should ensure that the contractor for
the Children’ sBas c Health Plan hasadequiate control sover premium administration by stating
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expectations clearly in the contract and monitoring compliance. Controls over premium
adminigration should include:

a

Documenting staff respongbilitiesfor dl aspectsof premium adminigiration, including
supervisory review and limitations on authority.

Maintaining adequate supporting documentation for al adjustments madeto families
accounts. Such support should includeat aminimum explanationsfor the adjustmernt,
date of theadjustment, individua entering theadjustment, and evidence of supervisory
review and approva.

Completing a monthly reconciliation between individua family account balances and
the total premium accounts receivable balance. The sources of discrepancies should
be identified and resolved, including agppropriate adjustments to individua family
accounts.

Establishing appropriate segregation of duties over cash receipts.

Department of Health Care Policy and Financing
Response:

Agree. The Department is requiring the contractor to correct dl of the identified
deficiencies, as part of the Fiscd Y ear 2000 contract closeout. No find payment for
the Fisca Y ear 2000 contract will be made until full resolution is documented by the
contractor and accepted by the Depatment. Premium information system
modifications have been made and will be implemented concurrent with the
implementation of the new premium compliance (cost sharing) rule. Segregation of
duties over cash receipts has been implemented. Payment for Fiscal Year 2001
contract year will be made only for accurate, timely and procedurdly acceptable
premium adminisiration performance.

Implementation date: part “a,” June 30, 2000; part “b,” June 20, 2000; part “c,”
Augugt 1, 2000, and ongoing; and part “d,” June 20, 2000.

Recommendation No. 47:

The Department of Hedlth Care Policy and Financing should ensure that the new information
system for the Children’s Basic Hedth Plan premium adminigtration is adequate to meet
program requirements and addresses problems with the present syslem.  This includes, but
isnot limited to, ensuring that:
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a. Transactions entered in the system cannot be subsequently atered or deleted.

b. Monthly and year-end cutoffs can be performed for accounting and reporting
puUrposes.

c. Reportsgenerated by the system produce information cons stent with underlying data
in the sysem.

Department of Health Care Policy and Financing
Response:

Agree. Premium information systern modifications thet were under way at the time
of the audit, whichare designed to support fully accountable premium administration
operations (and that will dso resolve the audit's information systems issues in a
prospective sense), will be completed and installed by August 1, 2000, concurrent
withtheimplementation of the new premium compliancerule. Asof mid-July, testing
by the Department of the developed system components has been fully satisfactory.

The Department assures that al components of the corrective action process noted
above arefully and effectively implemented and maintained, and the Department will
pay only for acceptable premium administration performance.

Ensure Federal Requirementsfor CHIP Are Met

Under the federa Single Audit Act, the Department is responsible for compliance with
requirementsfor thefedera Children’sHedth Insurance Program, or CHIP. Thismeansthat
HCPF must have adequate measures to ensure that CHA and other contractors meet these
requirements. This is particularly important in the case of CHA, since it is responsible for
critica functions of the Children’s Basic Hedth Plan such as digibility determination. Out of
Fisca Y ear 2000 year-to-date expenditures of $18.5 million for CBHP asof April 30, 2000,
we estimated that CHA directly or indirectly controlled the expenditure of $18.08 million
(about 98 percent).

One way for the Department to determine CHA’s compliance with federal requirements
would be for HCPF to classfy CHA asasubrecipient for federa award reporting purposes.
Classfying CHA in such amanner would require it to have an annud audit under the Single
Audit Act. Thistype of audit must determine if an entity has adequate controls in place to
ensure federal funds received are expended in accordance with applicable federa laws and
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requirements. By requiring such an audit, the Department would receive an independent
assessment of CHA'’ s controls and compliance relative to federal requirements under CHIP.

Another way for the Department to determine if CHA is meeting federa requirementsis for
HCPF to perform on-site monitoring of CHA operations. Colorado State agencies operating
federd programs of comparable szeto CHIP typicdly have established some means of on-
stemonitoring of subrecipients, in addition to requiring the annua audit under the Single Audit
Act. In any case, the Department must implement measures to ensure funds are spent
gppropriately. (CFDA No. 93.767-State Children’ sHealth Insurance Program—Subreci pient
Monitoring.)

Recommendation No. 48:

The Department of Hedlth Care Policy and Financing should develop and implement a
mechaniam to ensure the administrative contractor for the Children’s Basic Health Plan
complieswith federd requirements.

Department of Health Care Policy and Financing
Response:

Agree. The Department, as part of the Fisca Year 2000 contract closeout, is
requiring the contractor to agree in writing to comply with federa Single Audit
procedures, beginning with an audit of the Fiscad Year 2000 contract year. Find
payment to the contractor for Fisca Y ear 2000 will not be made until this agreement
is provided to the Department. The Department is adso reviewing its saffing and
organizationd priorities to determine if modifications to its contract management
procedures (including on-site monitoring procedures) are needed and feasible.

Address Processing Delays Between CBHP
and M edicaid

L ack of adequate communication between CBHP and Medicaid digibility systems can cause
processing delaysfor applicantsreferred to the other program. In mid-February 2000, CHA
began to formaly track the length of time it takes to receive information back on gpplicants
referred to the county departments of socid services. From mid-February to mid-March
2000, Child Hedlth Advocates sent the counties gpplicationsfor 536 children who appeared
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Medicaid-digible. By late April, CHA had received dispostions from the counties for only
144 of the children, or about 27 percent of the totd. For the remaining 392 children (73
percent), we tested a sample of 27 gpplicants and were only able to determine that 15 of
these had been enrolled in Medicaid.

Ovedl, for thefirgt ten monthsof Fisca Y ear 2000, CHA reportsthat 5,353 applicantswere
referred to the counties, or about 14 percent of gpplicants. As of the end of April 2000,
CHA had received dispositionson 1,252 children. Staff report there can be substantia delays
in hearing back from the counties, and in some cases the digposition is never received.

Feedback from the counties is important because CHA needs to follow up with families
concerning children determined indligible for Medicaid. These are likdly to be children who
could be enrolled in CBHP. Out of the 1,252 applicants for whom CHA had received
information back from the counties, 395 children (32 percent) had been denied Medicaid.
This suggests that a subgtantia number of gpplicants referred to the counties may ultimatey
end up being digible for CBHP.

There are severd ways in which the Department could address these delays.

T Place Medicad digibility technicians at Child Hedth Advocates. This is the most
graightforward solution from the viewpoint of processing these potentialy Medicaid-
digible children in the quickest manner. Thiswould require achange in the Sate law
requiring county departments of socid services to determine Medicaid digibility.
However, discussions are dready under way to change this law in order for the
proposed Colorado Benefits Management System to be effective as a sngle entry
point system.

T Arrangein larger counties for Medicaid digibility technicians to spend some portion
of timeon aweekly basisa one of the satdllitedigibility determination (SED) Sitesfor
CBHP. Thiswould require that access to the Medicaid digibility sysem be made
avalable at these stes. Thistype of arrangement is currently in place a one of the
SED sitesin Denver.

T Egadlish specific time frames for counties to report on the status of applicants to
CBHP. In cases where a dispositionhasnot occurred, require an explanation of the
nature of the delay. Thiswould require the least change in the current process and
probably be the least effective in reducing time frames.

Additionaly, CHA reports that gpplications originating with the counties are not necessarily
forwarded in atimey manner, athough CHA does not formdly track these ddays. During
the first ten months of Fiscal Y ear 2000, almost 7,000 applicants, or nearly 18 percent, came



150

State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2000

through county departments of socia services. To expedite these applications, SED sites
could be required to pick up applications from the counties on aweekly bass.

The Department should ensure that the exchange of gpplications and digibility information
between CBHP and the Medicaid program occurs in atimely manner. This will reduce
excessve ddays in processing time that could discourage families from participating in the
programs and aso could cause families to delay needed medica care for their children.
(CFDA No. 93.767-State Children’s Hedlth Insurance Program—Eligibility.)

Recommendation No. 49:

The Department of Health Care Policy and Financing should ensure gpplications referred
between the Children’s Basic Hedth Plan and Medicaid program are processed timely.
Optionsinclude:

C Locaing Medicad digibility technicians &t digibility Stes for the Children's Basic
Hedlth Plan.

C Requiring satdlite digibility determination stes for the Children’s Basic Hedth Plan
to collect referred gpplications from the county departments of socid services on a
regular basis.

C Edablishing specific time frames for counties to report on the satus of gpplicantsto
Children’s Basic Hedth Plan and on the nature of any delays.

Department of Health Care Policy and Financing
Response:

Agree. The Department agrees that a system that alows more timely determination
of Medicaid digibility would benefit applicants to both Medicaid and CBHP. The
Medicad digibility sysem is devolved to the counties. Placing Medicad digihility
technicians at Child Hedlth Advocates would require statutory change. Placing
Medicad digibility technicians a SED Stes has received limited support from the
counties (other than Denver) because of volumeissues. To date, counties have not
found this recommendation to be codt-effective. We will continue to meet with
counties to discuss the possihility of this option. The Department has been working
with the counties and plans to issue an agency letter to the county departments of
socid services by September 30, 2000, that will specifically address referrd of
applications between CBHP and Medicaid, as well as other communications and
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procedura issues. The Department will continueto stressthe need for timely referrds
in future mestings with the counties.

CBHP Network Claims Audit

As part of our audit of the Children’s Basic Health Plan the Office of the State Auditor
contracted with Buck Consultants to evaluate the payment of health insurance claims under
the program. Children living in areas of the State not covered by HMOs participating in
CBHP receive hedth care services through the CBHP Network (Network). Designated
physiciansin the Network serve as Primary Care Physicians (PCPs) and as gatekeepersfor
referrdsto other services(e.g., ancillary and speciaty services, hospitd services) that arepaid
on afee-for-service basis.

The following is an audit comment on claims paid through the Network from the report
prepared by Buck Consultants (Children’s Basic Health Plan Claims Audit, Report No.
1225B).

Resolve and Prevent Conflictsin Eligibility
| nfor mation

During our review we noted that CHA forwards dligibility information, such as additions,
deletions, and changes, to Anthem on aregular basis. Under the CBHP Network, Anthem
(formerly Blue Cross Blue Shield of Colorado) isresponsiblefor processing claims payments
to providers. However, wefound thereisno reconciliation between the digibility information
maintained by CHA and by Anthem.

Eligibility File Reconciliation

As an integra part of our review, we compared the CHA and Anthem digibility files. A
sample of filesfor 20 familieswas compared with digibility information maintained a Anthem
for these same families. We found discrepancies in 4 out of the 20 families tested (20
percent); these families involved atota of nine children. The following discrepancies were
noted:

C For seven children, Anthem and CHA had different termination dateson file. For Six
children, Anthem had later termination dates on filethan CHA, which could resultin
dams being erroneoudy paid by Anthem. For the other child, Anthem had an earlier
termination date than CHA, which could result in clams being erroneoudy denied by
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Anthem. Inadl instances, CHA stated it had previoudy communicated the corrected
termination dates to Anthem.

C  For two children, Anthem had no digibility files, while CHA had both children listed
as currently enrolled. Thiscould have resulted in clamsbeing erroneoudy denied by
Anthem if CHA’ s records are accurate and the children are enrolled.

(CFDA No. 93.767-State Children’s Hedlth Insurance Program—Eligibility.)

Recommendation No. 50:

The Department of Hedth Care Policy and Financing should ensure that consstent and
accurate eligibility data for the Children’s Basic Hedth Plan are reflected on-line a Anthem
and Child Hedlth Advocates by:

a. Reguiring that digibility discrepancies identified during the clams audit and any
resulting claims issues are resolved.

b. Egablishing a reconciliation process on digibility data to be performed by Anthem
and Child Hedlth Advocates on amonthly bass.

Department of Health Care Policy and Financing
Response:

Agree. The Department has established formal processesin the Fiscal Year 2001
Anthemand Child Hedlth Advocates agreementsfor adherenceto aprioritized work
agendaand corrective action plans. Monthly digibility reconciliation procedures are
being prioritized and implemented. Implementation date: October 1, 2000.
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Department of Higher Education

| ntroduction

The Department of Higher Education was established under Section 24-1-114, C.R.S,,
and indludesdl public educationingditutionsinthe State. It soincludesthe AurariaHigher
Education Center, the Colorado Commission on Higher Education, the Colorado Council
ontheArts, the Colorado Student L oan Division, the Colorado Historical Society, andthe
Divison of Private Occupationa Schools. Please refer to page 47 in the Financia
Statement Findings section for additiona background information.

Board of Regents of the University of
Colorado - University of Colorado

The University of Colorado was established on November 7, 1861, and its current
governing authority is the Board of Regents. The Board of Regents is condtitutionaly
charged with the generd supervison of the University’ s four campuses.

Thefollowing commentswere prepared by the public accounting firm of KPMG LLP, who
performed work at the University of Colorado.

Processes for Fixed Assets Records Maintenance at
the University of Colorado at Colorado Springs
Should Be Improved

TheUniversity of Colorado a Colorado Springs (UCCS) ownsnumerousequipment items
ranging from computersto research equipment, which aretracked in acampus-devel oped
fixed asset system. We noted that the UCCS did not maintain accurate and complete
capital equipment records. Specifically, records could not be located supporting assets
that were disposed of in Fisca Y ear 2000. Please refer to Recommendation No. 6 in the
Financia Statement Findings section for additional details, our recommendetion, and the
University’s response.
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Processes Should Be Strengthened to Ensure
Allowable Costs Are Charged to Grants at the
University of Colorado at Boulder

The University of Colorado a Boulder (UCB) receives gpproximately $176 million of
federa research and development funds each year. Such funds are primarily spent on
payroll and benefits, operating and capital expenses and indirect costs. Costs charged to
federa grants are controlled and monitored by the principa investigator and his’her saff
on the grant as well as the Office of Contracts and Grants and the Sponsored Projects
Accounting Office.

For payrall reporting, when individuals are assgned to work on a federally sponsored

research and development grant or contract, their satus as full-time or part-time is

documented and their sdlary is denoted on a Personnd Action Form, which aso denotes
position and account(s) to be charged. ThisForm remainsin effect until achangeismade
(i.e., termination, change of status, transfer, promotion). Each payrall period, employees
certify, through a Persona Effort Report, the percentage of time actualy devoted to the

project. If this percentage differs by more than 5 percent of the percentage stated on the

Personnel Action Form, the employee must state whether this is expected to be a
permanent changeintimeand effort devoted to the project and, if so, whether acorrected

Personnd Action Form, reflecting the change, has been processed.

We tested 15 research and development expenditures at the UCB, 7 of which were
payrall and benefits. We noted one exception in our testwork in which an individua was
overpaid agpproximately $6,800 over a period of three months. Prior to March 1, 2000,
the employee worked full-time for the UCB on a Nationa Science Foundation (NSF)
grant, CFDA No. 47.049, within the Center for Spoken Language Research. On March
1, 2000, the employee was reduced to part-time status (51 percent). However, the
employee continued to receive his full-time sdary. This error resulted from incorrect
completion of the Personnd Action Form by a new employee. The NSF employee
subsequently left employment of the UCB in June 2000. The overpayment was not
detected by the Univerdaty until July 2000. As a result, the federd research grant was
overcharged $6,800.

In order to ensure allowable costs are charged to grants, the UCB should ensure
appropriate training is provided to new employees, a detailed review of transactions is
completed, and grant budgets are routinedly monitored within the Center for Spoken
Language Research.
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Recommendation No. 51:

The University of Colorado at Boulder should strengthen its processesto ensure dlowable
cogts are charged to grants within the Center for Spoken Language Research.

University of Colorado Response:

Agree. UCB’s Accounting and Budget Services department will work with the
Center for Spoken Language Research to ensure that only alowable codts are
charged toitsgrants. Thiswill be completed by March 2001.

Internal Control Over Federally Funded Fixed
Asset Disposals Can Be Improved at the Boulder
Campus

The UCB Property Servicesisresponsiblefor disposition of capitd equipment. TheUCB
policy regarding disposas states that a department must obtain Office of Contracts and
Grants (OCG) agpprovd for federally funded capital assets. This policy is designed to
ensure that equipment is disposed of in accordance with applicable federal and grant
regulations. As noted in the policy, it is the department’ s respongbility to obtain OCG
authorization. However, there are certain instances where proper authorization may not
be obtained by the department; therefore, it isimportant that Property Servicesalso ensure
that proper authorization is obtained prior to dispostion.

We noted in a sample of six digposds of federdly funded equipment, two were not
properly approved by the OCG. These assets were digposed of in compliance with
gpplicable federd regulations, however, there is an increased risk that digposals may not
be in accordance with these regulations if gppropriate OCG authorization is not obtained.

The UCB Property Services, OCG, and campus departments should strengthen their
processes for disposals of federdly funded equipment to ensure that proper authorization
is obtained in accordance with UCB policy.
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Recommendation No. 52:

The University of Colorado at Boulder should ensure proper authori zationisobtained prior
to digposition of federaly funded equipment.

University of Colorado Response:

Agree. UCB’sAccounting and Budget Services, Office of Contractsand Grants,
and Property Services will review the UCB property disposition procedures to
determine what improvements can be made to ensure proper authorization is
obtained prior to dispostion of federaly-funded equipment. This will be
implemented by June 2001.

State Board of Agriculture

The State Board of Agriculture has control and supervision of three distinct inditutions:
Colorado State University — a land grant university; Fort Lewis College — a liberd arts
college; and the University of Southern Colorado—aregiond university with apolytechnic
emphasis. The Board is aso responsible for the Colorado State Univeraty Agriculturd
Experiment Station, the Cooperative Extension Service, and the Colorado State Forest
Service.

The Board adminigtersthe State Board of Agriculture Fund located at the State Treasury.
The Board isauthorized to fix tuition, pay expenses, and hireofficias. The chief academic
and adminigrative officersarethe Chancellor of the Colorado State Universty Systemand
the Presdent of each indtitution.

Colorado State University System
Colorado State University, Fort Lewis College, and the Univeraty of Southern Colorado

have been consolidated as a single financid reporting entity—the Colorado State
Univergty System (CSUS).

University of Southern Colorado

The University of Southern Colorado is established by 23-55-101, C.R.S,, as a genera
bacca aureate and polytechnic ingtitution with moderatdly selective admisson standards.
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The emphasis of the Universty of Southern Colorado is on polytechnic education and
maintaining strong programsiin the liberd arts.

The following comment was prepared by the public accounting firm Grant Thornton LLP,
who performed audit work at the University of Southern Colorado.

| mprove Documentation and Controls Over the
Federal PerkinsL oan Program

Federal Perkins loans are available to certain sudents meeting digibility requirements
established by the United States Department of Education. The loan programispartidly
funded by the Department of Education. The Department of Education requires certain
procedures to be followed by al institutions accepting federal Perkins Loan Program
dollars, such as keeping certain documentation in individud files for each borrower. If
these procedures are not followed, the University risks losing these federal funds to
support student attendance. Our audit procedures included testing ten borrowers who
went into repayment during the year and ten borrowers who went into default. We noted
the fallowing:

For three borrowers who went into repayment during the year and one borrower
who went into default, the University did not follow required proceduresto make
sure the borrower receives exit interview information and returns a signed
gatement with collection information and a copy of their repayment plan to the
Universty.

For one borrower who went into repayment during theyear, the University did not
obtain the borrower's Sgnature on the statement with collection information that
is required to be returned as part of the exit interview process.

For one borrower who went into default, the federa Perkinsloan promissary note
that was signed by the borrower did not contain a stated amount of the loan.

For one borrower who went into default, no exit interview information had ever
been sent to the borrower.

Appropriate documentation should exist to demonstrate compliance with the Department
of Education in order to ensure future participation in the federal Perkins Loan Program
and to assig in future collection efforts to avoid default by borrowers.
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The University of Southern Colorado tracks information related to federa Perkins loans
recaivable by usng a database software system caled Greentree to support the
summarized activity and balances presented in the University'sgenerd ledger syssem. The
Greentree systemisadatabase with accountsfor each federa Perkinsloan disbursed. The
datus of the borrowers, payment history, and borrower information are al tracked by the
system. The totdl federd Perkins loan receivable balance as reported by the Greentree
system at June 30, 2000, of $4,320,262, could not be reconciled to the balance as
presented on the University'sgenerd ledger system at June 30, 2000, of $4,083,117. The
unreconciled difference is $237,145.

Recommendation No. 53:
The University of Southern Colorado should:

a. Implement procedures to ensure that al documentation required by the
Department of Education isincluded in the borrower'sfederal Perkinsloan file or
that attemptsto obtain the required documentation are appropriately documented
intheborrower'sFedera Perkinsloanfile. Additiondly, theUniversity shoulddso
implement review procedures to ensure that al documentation is accurately
completed and signed as required by the Department of Education regulations.

b. Peform a detailed review of the federal Perkins Loan Program database
(Greentree) and make appropriate changes and corrections to get the Greentree
system in agreement with the generd ledger. Due to the age and ingtahility of the
Greentree system, the University should a'so consider changing to anew and more
reliable database system or outsourcing the databbase administration and collection
function for federd Perkinsloansto athird party.

University of Southern Colorado Response:

a. Agree. TheUniversty hastaken initid stepsto ensure that documentation in
borrower files is complete and accurate.  The Universty will investigate
additional messures (i.e,, check-off list) that will improve the Universty's
respongbility toward borrower file documentation.

b. Agree. TheUniversty will take the necessary stepsto ensurethat our Perkins
subsidiary database is reconciled to the University's general ledger. With
regard to concerns over the integrity of our subsdiary system, the University
is currently evauating its options.
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Trustees of the State Colleges of Colorado

The Board of Trustees overseesthe four state colleges and the Graduate Center. Please
refer to page 50 in the Financid Statement Findings section for additiona background
informetion.

Metropolitan State College of Denver

Metropolitan State College of Denver serves a student population in the grester metro
Denver area. Please refer to page 50 in the Financial Statement Findings section for
additional background information. The following comment and recommendation was
prepared by the public accounting firm of Kundinger and Associates, P. C., who
completed audit work at Metropolitan State College of Denver.

| mprove Procedures Over Monitoring Grant
Expenditures

We noted that Metropolitan State College of Denver overcharged agrant during theyear
ended June 30, 2000. The overcharge related to salaries and benefits and was
subsequently identified by the pass-through entity. 1t will be corrected by reducing future
charges to the grant in the amount of the overcharge. Please refer to Recommendation
No. 7 in the Fnancid Statement Findings section for additiond detals, our
recommendation, and the College' s response.

Western State College

Western State Collegeisan undergraduate college of libera artsand sciences. Pleaserefer
to page 51 in the Financid Statement Findings section for additiona background
information.  The following comment and recommendation was prepared by the public
acocounting firm of Chadwick, Steinkirchner, Davis & Co, P.C., who performed audit
work a Western State College.

Reconciliation of Work-Study Payments

During our testing we noted that the amount of federal and Colorado work-study funds
disbursed and posted through the payroll system are not reconciled to those posted to
each student on the financid aid system. Efforts by the College to reconcile a difference
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identified resulted in the return of funds to the federd programs. Please refer to
Recommendation No. 8 in the Financid Statement Findings section for additiona detalls,
our recommendation, and the College' s response.

Trustees of the Colorado School of Mines

The Board of Trustees is the governing body of the Colorado School of Mines and is
composed of seven members gppointed by the Governor, with consent of the Senate, for
four-year terms; and one nonvoting student member elected by the student body.

Colorado School of Mines

The Colorado School of Mineswasfounded on February 9, 1874. Theprimary emphasis
of the Colorado School of Mines is engineering, science education, and research. The
authority under which the School operatesis Article 40 of Title 23, CR.S.

Thefallowing comments and recommendations were prepared by the public accounting
firm of Baird, Kurtz, and Dobson, who performed audit work at the Colorado School of
Mines.

Receipt and Use of Federal Funds

The University participatesin numerousfederd grant programsthroughout theyear. These
grantsarelargdy for the research and devel opment programswithin the University and for
sudent financia aid. Research and development and student financid aid weretested as
mgjor programs under the Office of Management and Budget (OMB) Circular A-133
for the year ended June 30, 2000. During theyear the University had expenditures under
these federa grants of $14.8 million. Our testing noted instances of noncompliance with
the requirements of federa grants or OMB Circular A-133 asfollows.

| mprove Subrecipient Monitoring

Inthefiscal year ending June 30, 2000, the University reported on its Schedule of Federd
Assigtance funds passed through to subrecipients of $2,871,709 in ten programs.

The requirements st forthintheOMB Circular A-133 provide that pass-through entities
(inthiscasethe University) obtain reasonable assurancethat federd award information and
compliance requirements are identified to subrecipients, subrecipient activities are
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monitored, subrecipient audit findings are resolved, and the impact of any subrecipient
noncompliance on the pass-through entity is evauated. Also, the pass-through entity
should perform procedures to provide reasonable assurance that the subrecipient obtains
required auditsand takes gppropriate corrective action on audit findings. During our testing
of research and development grants we found that the Univerdty did not adequately
document information about its subrecipient monitoring.

The Univerdity designates a principa investigator, usudly a University professor. This
investigetor is respongble for gpproving dl expenditures submitted by subrecipients and
for supervison of the subrecipient. While proper supervison may be occurring, the
Universty did not provide us with documentation to support the monitoring process.
Without the documentation, we could not determine if dl federd requirements had been
met.

This recommendation affects the following grants: 10.43-3AES-6-80075, 35107-4412,
12.F49620-98-1-0483, 81.KH800022MW, 93.5 R01-ES06825-02, 66.502, 66.R
826651-01-0, 43.NCCW-0096, 43.NAG3-1970, and 43.TASK ORDER RF-323.

Recommendation No. 54:
The Colorado School of Mines should develop subrecipient monitoring docu-mentation

policies and procedures to help ensure that subrecipient files are properly maintained and
provide documentation for the monitoring that has occurred.

Colorado School of Mines Response::

Agree. Policies and practices, at both the departmenta and inditutiond leve, for
documentation of subrecipient monitoring, will be strengthened.

Establish and Document a Consistent Policy for
Deter mining Satisfactory Academic Progress

The granting of federd and state Student Financid Aid is dependent on the student
mantaning satisfactory academic progress. Federal requirements date that the
Univergty’s policy mugt include both a quditative messure (such asthe use of cumulative
grade point average) and a quantitative measure (such as a maximum time frame for
completion) of the student progress. In reviewing the University’s policy for determining
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satisfactory academic progress we noted that there are conflicting policies. The
Inditutiona Financid Aid Program Policies manual does not addressthe cumulative grade
point average (GPA). The policy only addresses the current semester’s GPA. Thereis
aseparate policy in the School’ s Under graduate Bulletin where a2.0 cumulative GPA
isaddressed. In our sample, we determined the policy requiring a cumulative 2.0 GPA
was being followed.

Recommendation No. 55:

The Colorado School of Mines should establish and document a consistent policy for
satisfactory academic progress to include a cumulative GPA requirement to help ensure
students are making progress toward, and will be eigible for, graduation.

Colorado School of Mines Response:

Agree. The finding is accepted. In the past, inconsstent versions of the
Satisfactory Academic Progress policy were contained in different publications.
As of November 2000, dl of the Financid Aid Office publications have been
updated and made cons stent with regard to the satisfactory progress requirement
that astudent achieve a2.000 GPA by the end of their second year of enrollment.
If astudent does not meet this qualification, the student will be given oneacademic
year in which to raise the cumulaive GPA to the minimum leve. If the Sudent
does not achieve this, further financid ad digibility will be terminated, subject to
the apped s procedures as specified in the Policy.

| mprove Process for Notification and Counseling of
StudentsWho AreFirst-Time Borrowersor Leave
School

Under the Federa Family Education Loan (FFEL) program, the University isrequired to
complete and return within 30 daysthe student Status confirmation reports sent by guaranty
agencies. Unless the Univergity expects to complete its student status report within 60
days, the Univeraty must notify thelender or guaranty agency within 30 daysif it discovers
that a student who received aloan either did not enroll or ceased to be enrolled on at least
ahdf-time bags. During our testing the Univergity represented this notification occurred
automatically, but there was no documentation the lenders and guarantors had been
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natified. In addition, the University is required to conduct counsdling sessions for these
students and for students who are borrowing funds for the first time under the Federd
Family Education Loan Program (FFEL). In our testing, 11 students of the 30 students
selected lacked documentation of the entrance/exit counsdling session.

Recommendation No. 56:

The Colorado School of Mines should develop policies and procedures to help ensure
proper documentation of natification to lendersand documentati on that counsdling sessons
are performed for students borrowing for the first time and students leaving schooal.

Colorado School of Mines Response:

Agree. The procedure for notifying lenders of a student leaving school has been
changed to include documentation, either electronic or paper, of that notification
within 30 days of the Financid Aid Office learning of the sSudent’s departure, as
required by federa regulations. Such natification is currently done, but
documentation is not dways condgtently maintained.

L oan entrance counseling is required of dl firg-year fird-time borrowers a the
School, asrequired by federa regulations. Loans are not disbursed through the
Student Information System (SIS) unless aloan entrance counseling flag has been
set to “yes” Thisis set after we receive our confirmation that the student has
compl eted this procedure, and we have been notified either by paper or electronic
format.

Better Documentation of Student Financial Aid Files

We noted during our testing of the Student Financia Aid (SFA) files that the information
maintained in the files was incondgtent. In our sample, al required information was
ultimately obtained. However, in reviewing the student files, we noted some forms and
documentation would beincluded in onefile but excluded from another. Also, certainfiles
did not have the most current ca culated need worksheet. While the calculated need was
properly updated on the Student Information System (SIS), thefileswere not updated and
thus gave the appearance that certain studentsreceived avardsin excess of need. Having
congstent and immediately available documentation either in a paper or dectronic file is
the best means of supporting student aid packaging decisons.
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Recommendation No. 57:

The Colorado School of Mines should develop a checklist regarding the eectronic and
written documentation required to be maintained on each student receiving aid to help
ensure adequate support is maintained regarding digibility and aid awvard decisons.

Colorado School of Mines Response:

Agree. The policies and procedures have been revised to more completely
describe the ways in which student files are documented. The first award to a
student which consgts of a scholarship only is entered directly into the computer
system, without a paper worksheet. Need-based awards are aways done on
paper for the fird award. For any adjusments following the firs award,
counselors are ingtructed to use the eectronic records primarily, unlessthereisa
professona judgement or other mgor issue involved, which would be more
appropriately documented on paper in the sudent’sfile.




165

Department of Human Services

| ntroduction

The Department of Human Services supervises the adminigration of the State's public
ass stance and welfare programsin addition to operating anumber of facilitiesthat provide
direct services. Please refer to page 57 in the Financid Statement Findings section for
additiond background information.

| mprove Food Stamp M anagement
Evaluation Review Process

In Fiscd Y ear 2000 the Department  provided over $130.2 million in benefits to digible
households under the federal Food Stamp program and expended approximately $39.6
million for the administration (CFDA #10.551— Food Stamps, CFDA #10.561-State
Adminidrative Matching Grantsfor Food Stamp Program). The Food Stamp program is
designed to help low-income households buy food. Eligible families are provided with
Electronic Benefit Transfer (EBT) cardsthat can be used to purchase food at participating
grocery stores through the use of point-of-sale terminads. The Food Stamp program is
overseenby the Department’ sFood Assistance Programs Divison withinits Office of Sdif-
Sufficiency. It isadministered locally by the county departments of socid services.

To ensure that Food Stamp benefit payments are appropriate, federa regulations require
states to have an effective system in place for monitoring the Food Stamp program and
ensuring that benefitsare administered appropriately. Federd regulationshave adso placed
oversght respongbility for EBT card controls under the Food Stamp program. In
Colorado, EBT cards can be used to access Food Stamp benefits aswell as benefitsand
payments for other federal and state programs, including Temporary Assistanceto Needy
Families (CFDA #93.558), L ow-Income Energy Assistance Program (CFDA #93.568),
Title IV-E Foster Care (CFDA #93.658), Title IV-E Adoption Assistance (CFDA
#93.659), Old Age Pension, Aid to the Needy Disabled, and Aid to the Blind.

We identified problems with the Department’s Food Stamp monitoring system, most
notably in relation to the Department’s oversight of the Denver County Department of
Social Services. Thisis of particular concern because Denver County administers the
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Food Stamp program for a significant portion of recipientsin the State. For example, in
Fiscal Y ear 2000 the Denver office administered food stamp benefits to about 24 percent
of the over 1.9 million recipients in the State’s Food Stamp program. We discuss these
monitoring problems below:

C The Department has not ensured that significant deficiencies related to
EBT cardsarecorrected on atimely basis. Anaudit performed by the Office
of the State Auditor on the Electronic Benefit Trandfer Service dated August 1998
(Performance Audit of the Colorado Department of Human Services
Electronic Benefit Transfer Service, Report No.1112) found that several local
Food Stamp offices in Denver County had returned over 3,600 EBT cards
believed to be damaged to the centrad Denver County Food Stamps office for
destruction. The audit reported severa concerns, including:

< The cards had not been destroyed, dthough state and federa regulations
require counties to routinely destroy damaged or returned cards.

< The cards were being stored in an unsecured box in avault in the accounting
area, which was accessble to a variety of staff at the Denver office.

< Thecardshad not been forwarded by issuance staff at Denver County satdllite
offices to the centrd Denver County Food Stamps office with required
inventory logs. Theselogs are used to record the card number, whether or not
the card was deactivated, and the staff person returningthecard. Therefore,
centrd office gaff were unable to determine that information.

This stuation presented a clear risk that cards could be improperly used and
benefits misappropriated because there was no inventory establishing the number
of cards received, no record of whether or not the cards were till activated, and
the cards were not stored in a secure location. The Department agreed with the
recommendation to address these deficiencies.

In our Fisca Year 2000 audit we found that in May 1999 and August 2000 the
Department’s monitoring staff had conducted on-site visitsto the central Denver
Food Stamps office and noted that the returned cards still had not been destroyed
or inventoried and continued to be held in an unsecured locetion & the Denver
office. Because the Department has respongbility under the programto report dl
deficiencies, it should have reported the problems to the County so that
appropriate follow-up could be performed. Nonetheless, in its May 1999 report
the Department did not cite Denver County for noncompliancein the section of the
report requiring a corrective action planregarding these deficiencies. Department
daff sated that they did not cite the County, because local g&ff indicated that the
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cards would be destroyed in the immediate future. The problem, however,
continued. Department staff also reported that Denver County did conduct an
inventory of the returned EBT cards in November 1999, which identified that
3,674 returned cards were on hand at that time. The Department visited Denver
County again in August 2000; the report on that visit had not been issued at the
time of our audit.

Also as part of our Fiscal Year 2000 audit, we visited the central Denver County
Food Stamps officein September 2000 and found that despite assurancesin May
1999 from County taff that the returned EBT cards would be destroyed, the
cards were gill Stting in an unsecured box. In other words, over two years after
concerns wereraised in the August 1998 performance audit, the Department had
not ensured that the security issuesraised by the handling of these returned EBT
cards were addressed.  When we brought these matters to the Department’s
attention again, Department staff contacted the County, and the County hired a
vendor who destroyed the cards in late September 2000.

However, while the returned cards have findly been destroyed, the Department
is unable to ensure that none of the cards were misappropriated and misused.
Denver County staff did not take an inventory of the cards at the time they were
destroyed. The County estimated that about 3,500 cards were destroyed; thisis
174 cards fewer than the 3,674 cards inventoried in November 1999.

Fndly, the August 1998 audit of EBT aso recommended that the Department
specify in its EBT procedures a time frame for the destruction of EBT cards
returned for possible malfunction or damage. While the Department agreed with
this recommendation and issued an agency |etter to counties in November 1998
requiring daily destruction of returned cards, it inadvertently omitted the specific
time framefor destruction fromitsrevised EBT ProceduresManud issuedin April
2000. The Department should correct the manual so that counties are clearly
informed of the time frame in which returned cards must be destroyed.

C The Department did not issue monitoring reports to counties within a
consistent time frame. In addition to falling to ensure that Sgnificant problems
are corrected, the Department isnot in dl cases providing timely documentation
of issues identified through on-site monitoring ingpections.  Further, they do not
have documented goals for timely issuance of monitoring reports. For example,
we found the Department did not complete and issue the monitoring report for the
May 1999 Denver County review until December 1999, seven months after the
review was completed. However, we found that the Department issued
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monitoring reports for Fisca Y ear 2000 on-site vidts to two other large counties
and one medium county within about two months after the reviews were
performed. While the Department provides verba feedback at exit conferences
with county staff, timely issuance of monitoring reports is epecidly important
because Department management indicate that their receipt deadline for county
corrective action plans is based on the date counties receive their monitoring
reports. By establishing and striving to meet gods for timely issuance of reports
and communicating these goals to counties, the Department can help ensure that
counties are aware of and correct problemsin atimely manner.

C TheDepartment did not requireDenver County tosubmit correctiveaction
plans for all problemsidentified in the monitoring report within 30 days of
receiving thereport. Wefound asof November 2000, Denver County had not
submitted a corrective action plan for three issues identified in the Department’s
monitoring report issued to the County in December 1999. Thus, not only was
there a seven-month delay between the Department’ s identification of problems
inMay 1999 and the report notifying Denver County in December 1999 of these
problems, but dmost ayear after issuing the report the Department had no forma
acknowledgment from Denver County as to how the County plans to address
three of these problems. Department management indicated that counties are
required to submit corrective action plans for dl deficiencies within 30 days of
recaiving the monitoring report. They further indicated that Denver County did
provide a corrective action plan for identified issues rdating to the County’s
payment error rate. However, the Department has not sanctioned Denver County
for not complying with the corrective action plan deadline for the other three
issues.

States Can Be Sanctioned for High Food Stamp
Error Rates

The purpose of the Department’ s oversight of county Food Stamp programsisto ensure
that Food Stamp benefitsare provided to appropriateindividual sand that state and federa
requirementsaremet. The Department’ sroleisimportant becausethefedera government
can issue financid sanctions againgt a state in which the payment error rate exceeds the
average error rate acrossal statesfor thesame period. Between federa Fiscal Y ear 1995
and 1999, Colorado’s error rate has risen from about 6.4 percent to over 9 percent, an
increase of over athird. Asindicated in the chart below, since federd Fisca Year 1995
the State’s error rate has been closer to the average nationa error rate, and in federa
Fisca Year 1998 the State's error rate was the same as the national average. If the
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State’ s error rate had been any higher infedera Fisca Y ear 1998, Colorado would have
received financid sanctions from the U.S. Department of Agriculture (USDA), which
oversees the Food Stamp program. The State' s error rate for federal Fisca Year 2000
has not yet been certified by USDA.

Colorado vs. National Food Stamp Error Rates

1095 E———
1996
1997
1998
1999
0%  2° 4 s 8” 10% 127

[ state Error Rate
[ ] National Error Rate

Sour ce; Office of the State Auditor analysis of datafrom the Department of Human Services.

Note: Yearsreported arein federal fiscal years. Error ratesreflect payment of Food Stamp benefits to
ineligibleindividuals and payment of incorrect benefit amounts. Rates are calculated on a
sample basis and certified by the federal government.

Department Food Stamp management have indicated that the State’ s error rate has been
sgnificantly impacted by the Department’ s effortstoward implementing Colorado Works,
the Stat€ s program for implementing federd Wefare Reform. The Department reports
it established apayment accuracy team, conducted statewidetraining, and began providing
quarterly payment error rate information to counties during Fisca Year 1999 to identify
and implement strategies for lowering the Statewide error rate.

While we acknowledge these efforts, the problems identified during our audit indicate the
need for the Department to strengthen its management eva uation review processto further
ensure error rates are addressed. It is especially important for the Department to ensure
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problems identified at Denver County are corrected because of the large impact the
County has on the State's Food Stamp payment error rate.

Recommendation No. 58:

The Department should enforce state and federal requirements for the Food Stamp
program as gppropriate, including:

a

Citing counties for dl ingtances of noncompliance with Food Stamp policies and
regulations in monitoring reportsissued on county Ste vists

Following up in atimely manner on instances of noncompliance, and imposing
sanctions as appropriate on counties that have ongoing problems and that do not
make good faith efforts to improve.

Documenting and adhering to goas for timely issuance of monitoring reports and
communicating these gods to counties.

Ensuring corrective action plans for al areas of noncompliance are received from
counties within 30 days of the issuance of the monitoring report.

Department of Human Services Response:

a. Agree. Program gaff will continue to use both the Management Evaluation

b.

C.

and error rate monitoring processes as vehicles for citation of performance
problems and ensuring compliance.

Agree. The Department will follow up on ingtances of noncompliance in a
timey manner. The Department will develop standards for impostion of
sanctions for countiesthat have ongoing problemsthat they do not make good
faith efforts to address. Program staff are working to determine acceptable
thresholds for sanctions regarding areas that are considered to be critical and
not for administrative deficiencies. The sanction process adready exigsfor an
error rate in excess of the nationd average.

Agree. The Program has established a goa of completing the monitoring
report within 30 days of the review for small counties and within 60 days for
large counties, and will communicate this god to counties through the agency
|etter process.
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d. Agree. A compliance action plan will continue to be required for dl critica
areas of noncompliance within 30 days of issuance of the Management
Evauationmonitoring report. The Programwill continueto require countiesto
submit their Corrective Action Plans for the error rate within 30 days. The
error rate for FFY 2000 is projected to be approximately 7.5 percent asthe
reduction strategies continue to improve the error rate.

Recommendation No. 59:

The Department of Human Services should update its EBT policies and procedures to
specify atime frame for the destruction of Electronic Benefits Transfer cards that have
been returned due to possible damage or mafunction.

Department of Human Services Response:

Agree. The Food Assgance Programs Divison will update the EBT
Adminidrative Training and Security Procedures Manud to reflect the daily
destruction of lost/stolen/damaged EBT cards.

Ensure ADAD SubrecipientsAre
Monitored

InFiscd Year 2000 the Department of Human Services expended approximately $597
millionin federd funding for morethan 70 federd grants. The Department passesthrough
much of this funding to other entities, or subrecipients, that administer the programson the
locd level. The Department’s main subrecipients are county governments, other
subrecipients include public and nonprofit entities such as menta hesth centers, area
agencies on aging, and acohol and drug abuse managed service organizations. Under
federal laws and regulations the Department, as the primary recipient, is responsible for
ensuring that subreci pientsmeet federa programrequirements. Theserequirementsinclude
using federd funds only for alowable expenditures, accuratdy determining whoisdigible
for benefits, and reporting program expenditures and performance.

The Field Audits Divison a the Department is respongble for specific aspects of the
Department of Humans Service's (DHS) subrecipient monitoring activities to ensure
federa compliance. As part of this, Fidd Audits performs on-ste monitoring vists and
reviews subrecipients annua independent audit reports. These audits are conducted in
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accordance with the federal Single Audit Act, which requires that auditors assess an
entity’ s compliance with federa requirements if the entity expends $300,000 or more in
federa fundsduring theyear. Field Auditsreviewsthereportsto identify questioned costs
or other compliance issues specified by the independent auditors. Field Audits is
responsble for working with subrecipients to ensure they develop and implement
corrective action plans to address any deficiencies noted in these audit reports.

We found that the Department adequately ensures that audit reports from counties and
mental hedlth centers are received, reviewed, and followed up on as needed. In Fiscal
Y ear 2000, counties aone accounted for gpproximately $418 million, or 70 percent, of
the total federal funds passed through to subrecipients by DHS. However, we found that
in Fisca Year 2000 the Department did not review annua independent audit reports for
three of four Managed Service Organizations (MSOs). These MSOs contract with the
Department’ s Alcohol and Drug Abuse Divison (ADAD) to provide trestment under the
federa Block Grantsfor Prevention and Treatment of Substance Abuse program (CFDA
#93.959). Thesethree M SOsreceived approximately $21.3 million of federa block grant
fundsin Federa Fiscal Year 2000, or about 94 percent of the total funds expended by
ADAD during that time. These three M SOs contracted with 37 drug and acohol abuse
trestment service providers during that time to provide services to about 199,000
individuds.

We noted in our Fisca Year 1996 and 1998 audits that the Department did not review
audit reports submitted by al ADAD subrecipients. If audit reports are not reviewed, the
Department lacksinformation about possible compliance problemsat thesubrecipient level
that need to be addressed. The Department should ensure that it meets requirements to
review the ADAD subrecipient audit reports every year.

Recommendation No. 60:

The Department of Human Services should perform reviews of annud independent audit
reports for al subrecipients as required under the federal Single Audit Act and follow up
on problemsidentified as necessary.

Department of Human Services Response:

Agree. We planto complete the desk reviews of the three MSOs' by December
31, 2000. We will prioritize workload schedules to ensure the desk reviews are
done in the future. We are dso working with ADAD to enhance monitoring
efforts through on-ste reviews of MSOs and are assisting with developing
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industry audit guidelines for MSOs to be published by the Department in the
Menta Hedlth Audit and Accounting Manud.

Strengthen Case M anagement and County
Monitoring Related to the Child Support
Enforcement Program

In Fiscal Year 2000 our office performed follow-up on recommendations included in a
June 1999 Office of the State Auditor performance audit of the State’'s Child Support
Enforcement Program (CFDA #93.563). When we performed our follow-up, we
continued to note concerns with the administration of the program. The purpose of CSE
isto collect child support obligations owed by absent parents, locate absent parents, and
establishpaternity. During Fiscal Y ear 2000 the Department of Human Servicesexpended
about $53.2 million in state and federd funds for the operation of the program.

Summarized below are recommendations 3 and 4 from the June 1999 report, the
Divison'sorigind responses, the Divison's discussion of actions it has taken to address
the recommendations, our evaluation of those actions, and a discussion of the tasks that
aredill outstanding. For moreinformation on the June 1999 performance audit, seeChild
Support Enforcement, Department of Human Services, Report No. 1122.

| mprove Case M anagement

During the 1999 audit we reviewed agtatisticaly valid sample of 407 child support cases.
We found problemsin 80 (20 percent) of the cases, ranging from inaccurate dataentry to
lack of required enforcement efforts. Some problems resulted in incorrect enforcement
actions, including collection of the wrong amounts from non-custodia parents. In other
cases, enforcement actionswerenot carried out properly and the need to correct problems
diverted staff from other important duties.

Recommendation No. 61:

The Divison of Child Support Enforcement should ensure appropriate actions are taken
on child support cases by:
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a. Reviewing exigting casdoads to identify cases that have gone for long periods of
time with no activity to determine appropriate diposition.

b. Developing an agency letter on the use of monitoring tools, such as caendar
reviews.

c. Providing additiond training on casdl oad management, including calendar reviews.

Division of Child Support Enforcement Response
(June 1999).

a

Agree. Duringthetimeperiod of August 1999 through July 2000, the Division
will request that counties review their casesto determineif any can be closed
using the revised federa case closure criteriaand to ensure that al cases are
inthe proper category on the Automated Child Support Enforcement System
(ACSES). The Divison agressthat al child support cases must begiventhe
attention needed to maximize the chances of collecting child support.

Agree. By December 31, 1999, the Division will produce an agency letter
providing countiesingruction on the use of monitoring toolsincluding calendar
reviews.

Agree.  The ACSES provides dl information to support casdoad
management. During the time period of August 1999 through July 2000, the
divison will train counties on the efficient use of these mechanisms:

C Management reports
C Cadendar review messages
C Locate response information

Implementation Date:  July 2000.

Division of Child Support Enforcement Update (May
2000):

In progress.
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The Dividon:

* Conducted dtatewide training to ingtruct counties on reviewing their
caseloads to ensure that all cases are in the proper case category and to
take the next gppropriate action on al cases that have gone for long
periods of time without activity.

*  WIll draft and disseminate an agency letter advisng counties of dl
monitoring tools available and how to use the tools.

* Trained counties on how to use ACSES reports to manage casel oads,
how to effectively use locate response information; how to use ACSES
triggers to prioritize daly workload;, what effect good casdoad
management will have on performance measures, content of OCSE-157
and how staff performance is reflected and reported nationwide.

» Researched whether resources are availableto provide additiona on-line
and new worker training classes to county staff. The Divison concluded
that resources were not available.

Office of the State Auditor’s Evaluation of Actions
Taken (May 2000):

The Divison developed a report that identifies cases that have gone for 90
consecutive dayswith no activity. The countieshave beeningructedtoreview
the cases identified in this report to determine their appropriate disposition.
According to the Division, it plans to develop and distribute this report to
counties on a quarterly basis. The Divison aso conducted training for the
counties on overall casdoad management, including casdoad review and
monitoring tools, such as cadendar reviews. At the time of our review,
however, the Divison had not yet completed the agency letter advising
counties of al monitoring tools available and how to use the tools. The
Divison ill needs to complete the agency letter on monitoring tools and
monitor cases identified in the report described above to ensurethat counties
have reviewed the cases and taken the gppropriate action.
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Division of Child Support Enforcement Update
(December 2000):

The Divison completed the agency letter advising counties of dl monitoring tools
avalable and how to usethetools. The Divison forwarded Agency Letter (CSE-
00-9-P) dong with acomplete Procedure (#CSE 2.5) to counties on August 29,
2000.

Ensure Counties Comply With Regulations

In our 1999 audit we found numerous instances of counties not complying with state and
federa child support regulations. These problemsincluded 8 casesin which thedatainthe
State’ s automated system were not accurate and 70 casesin which counties did not meet
the federa time requirements for specific child support enforcement actions. Data need
to be accurate for the appropriate actionsto be taken. Timeliness of actionstakenisaso
important. For example, opening a case by establishing a case record and entering
relevant information into the automated system isthefirst step in the child support process.
If this action is not completed in a timely manner, the remainder of the process will be
unduly delayed. The Divison has recognized that some counties struggle to comply with
the state and federd requirements.

Recommendation No. 62:

The Divison of Child Support Enforcement should continue to work with the counties that
are not in compliance with state child support regulations, including those on documenting
cases. It should impose sanctions on those counties that have ongoing problems with
compliance and that do not make good faith efforts to improve.

Division of Child Support Enforcement Response
(June 1999).

Agree. TheDivisoniscommitted toimproving complianceratesand will continue
to work with counties to improve compliance and performance, including
documentation of cases. Recent federa regulations require that states conduct
their own child support program self-assessment. The Divison embraced these
new regulations and developed a comprehensive 1V-D evauation process to:
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assess county compliance and performance; take corrective action to improve
appropriate areas; and to monitor ongoing county compliance and performance
levels. Asapart of this county assessment, the Divison will impose pendties as
necessary pursuant to Staff Manua Volume 6, Section 6.140, for counties who
do not make good faith effortsto improve their compliance with federa and state
datutes, rules and regulations.

Implementation Date:  July 1999.

Division of Child Support Enforcement Update (M ay
2000):

Implemented.

The Division has continued to refine the sel ection processfor Root Cause Andysis
to focus on counties where the state can achieve Sgnificant gainsin performance.

Office of the State Auditor’s Evaluation of Actions
Taken (May 2000):

This recommendation has not been implemented. While the Divison has
attempted to further refine the selection process for Root Cause Andysis (atool
for evauating county performance), the Divison has not demongtrated continued
ongoing efforts to work with counties to achieve compliance with state child
support regulations.

Division of Child Support Enforcement Update
(December 2000):

The Divison completed a thorough anadlysis and review of the tools used to
monitor county performance. Included in the analyss was a review of the
sdlection process for Root Cause Andysis (a tool for evauating county
performance). Upon the recommendation of the Evauation Subcommittee and
with the gpprova of the IV-D Task Force, the Division refined the Root Cause
Andyss processto look at performance areasrather than geographic aress. This
change will be implemented effective January 1, 2001.




178

State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2000

Mental Health Services

The State hasaunified menta health system under which eight Mental Health Assessment
and Service Agencies (MHASAS) provide menta hedth servicesto dl Medicaid digibles
within the MHASA' s geographic service area. Please refer to page 69 in the Financia
Statement Findings section for additiona background information.

The following comment was addressed in the May 2000 People With Developmental
Disabilities Performance Audit report.

Eliminate Duplicate Funding Streams and
Clarify Funding Streamsfor MHASAsand
the Regional Centers

The Medicaid program makes capitated paymentsto MHASAs on behdf of al Medicaid
digibleseach month. Capitated paymentsfor peoplewith developmenta disabilitiesrange
between $26 and $75 per person per month, depending on the area of the State. These
payments are sgnificant. In addition to these capitated payments, four CCBs, three
Regiond Centers, and the Devel opmentd Disabilities Services Section (DDS) spent funds
on services provided by menta hedth professionas outside of the capitated menta hedlth
system for the people in our sample area.

CCBsarepurchasing servicesouts de of the menta hedth system because they are unable
to get adequate servicefrom MHASAS. Further, thethree Regiond Centersprovidetheir
own menta hedth servicesfor about 400 people, each of whom iseligiblefor menta hedth
servicesthrough the menta hedth system. The Department must address duplicate funding
dreams for the menta hedth sysem and the Regiond Centers. Please refer to
RecommendationNo. 16 in the Financid Statement Findings section for additiona details,
our recommendation, and the Department’ s response.
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Department of Public Health and
Environment

| ntr oduction

The Department of Public Hedlth and Environment is authorized by Section 24-1-119(1),
C.R.S. The Department is responsible for monitoring environmenta qudity, assuring the
quality of hedth services, and maintaining hedth datafor the State. The mission statement
states that the Department is "committed to protecting and preserving the hedth and
environment of the people of Colorado.” The 11 mgor divisons are asfollows:

* Hedth Fadilities

» Emergency Medica Services and Prevention
»  Diseases Control and Environmenta Epidemiology
»  Family and Community Hedlth Services

* Hedth Statigicsand Vitd Records

* Air Pallution Control

*  Water Quality Control

» Hazardous Materids and Waste Management
» Consumer Protection

» Laboratory and Radiation Services

e Adminidrative Services

For Fiscd Y ear 2000 the Department had an operating budget totaling in excess of $226
million. This budget supports 1,064.2 full-time equivadent saff (FTE).

The public accounting firm of Clifton Gunderson LLC, performed the audit work of the
Nursng Fecility Quaity of Care. The following comments were addressed in the
September 2000 Nursing Facility Quality of Care Performance Audit report.

Oversight of Nursing Facility Quality of
Care

To promote qudity of care at nurang facilities, the Generd Assembly established the
Qudity Care Incentive Payment program (QCIP) in 1994. The purpose of the QCIP
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programisto providefinancid incentivesto nursing facilitiesfor ddivering high-qudity care.
The State paid about $4.4 million in state and federd Medicaid funds to nurang fadilities
for QCIP incentive payments during Fiscal Year 2000. Of thisamount, $1.3 million was
alocated to nurang facilities based on a single quality of care measure—deficiencies
identified through federadly mandated certification surveys and complaint investigations
conducted by the Hedth Care Facilities Divison (Divison) a the Department of Public
Hedth and Environment.

Quality of Care Monitoring Activities

One of the primary waysthe Division overseesqudity of careat nursing facilitiesisthrough
invedigations, termed “surveys” mandated by the federd Hedth Care Financing
Adminigration (HCFA). All 224 Colorado nursing facilities that participate in either the
federd Medicaid or Medicare programs receive unannounced surveys by the Divison a
least once every 15 months. Interdisciplinary survey teams, primarily composed of
registered nurses, dietitians, therapists, and socid workers, assess whether the qudlity of
care provided at the facility complies with federa regulations.

In addition to conducting surveys, the Divison investigates complaints and occurrences.
Complaintsmay bedleged by anyone, but occurrencesareincidents, such aspatient abuse
or serious injury, that are self-reported by the nuraing facility. All investigations, whether
resulting from surveys, complaints, or occurrences, may identify deficient practicesthat can
adversdly impact quality of care. Deficient practices are categorized by 196 deficiency
“tag” numbers, and coded for scope and severity. Scope and severity codes determine
the actions nursing facilities must take to remedy a deficiency and dso establish the
sanction that will be imposed. Scope and severity codes are displayed in the following
chart:
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Scope and Severity Codes for
Medicare and Medicaid Compliance

Deficiencies

Severity of Scope

Def|C|ency Isolated | Pattern | Widespread
Actual or Potential for
Death or Serious J K L
Injury
Other Actual Harm G H I
Potential for More D E F
Than Minimal Harm
Potential for Minimal A B C
Harm
(Substantial
Compliance)

Sour ce: Federal Health Care Financing Administration.

Fadilities with A, B, or C deficiencies are in substantia compliance and no remedy or
sanctionisassgned. Deficiencies coded D through L become progressively more serious
and subject facilities to remedia actions and sanctions.

Federal regulationsrequire the Divison to follow up promptly on al deficiencies cited that
are coded B or greater. Follow-up entails either an on-site or paper review. The nursing
facility must submit a plan of correction, and the Divison must resurvey the facility within
90 days or the facility will be denied payments for new Medicare and Medicaid patient
admissons. If thedeficiency hasnot been corrected, the deficiency iscited again and more
gringent sanctions may be imposed. Deficiencies, scope and severity codes, sanctions,
and resurvey results are al reported to the public on the Divison's Web site,

Quality of Carelssuesat Nursing Facilities

As we have discussed, deficiencies cited through certification surveys and complaint
invedigations are the primary way the Division measures and assesses qudity of care at
nursing facilities. Additiondly, these investigations form the basis for $1.3 million in
incentive payments for QCIP, the State’ sfinancid incentive program for nursaing facilities.
We reviewed the Divison's oversght of nurang facility quaity as monitored through
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certification surveys and complaint and occurrence investigations. Our audit included
review of data from severa sources:

*  Wecompared survey deficienciesidentified by Divison surveyorswith deficiencies
identified by HCFA surveyors.

*  Weusad the expertise of nurse consultantsto observethe effectiveness of Divison
surveyorsin identifying quality of care issues during surveys.

*  We compared survey deficiencies in Colorado with regiond and nationa data.

We found that, in generd, the Divison is conducting surveys and complaint investigations
in accordance with the protocols set forth by HCFA. Additiondly, the Divison makes
detalled information on the results of theseinvestigations available to the public through its
Web ste. We commend the Division for the vaue of the public information maintained on
its Web ste.

We dso noted qudity of care concernsat nuraing facilities. The Divison needstoimprove
its surveys to better identify quality issues at nursing facilities, as discussed below.

Deficiencies Cited by HCFA Surveyors

HCFA provides oversght of the Divison's survey process by conducting comparative
aurveys (where HCFA resurveys the nursing facility within 60 days of the Divison's
survey). We reviewed these surveys as one indicator of the Divison's effectiveness in
identifying quality of careissues. HCFA conducted four comparative surveysin Colorado
between February of 1999 and March of 2000. These surveyswere conducted between
12 and 32 days dfter the Divison’s surveys, depending on the nuraing facility. We found
that HCFA surveyors cited eight times the deficiencies that Divison surveyors did. In
contrast, HCFA cited about two times the deficiencies as surveyorsin other Region VII|
states (HCFA Region VIl dates include Colorado, Montana, North Dakota, South
Dakota, Utah, and Wyoming). For three Colorado facilitieswith atota of 49 deficiencies,
HCFA determined that 28 deficiencieswould have been present when Divison surveyors
wereon-gte. Further, of 73 deficienciesidentified by HCFA surveyors, 15 related directly
to quality of care standards, including pressure sores, nutrition, and hazards for residents.
These comparative surveysra se questions about the effectivenessof the Divison' ssurveys
in uncovering qudity of care concerns at Colorado nuraing facilities.
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On-Site Reviews

We contracted with three registered nurse consultants to conduct on-site evaluations of
two surveys conducted by Divison surveyors and to review 25 completed survey files.
Our consultants, with 30 cumulative years of experience reviewing qudity of care issues,
meade the following observations:

Divisionsurveyor sdid not identify asignificant medical treatment issuefor
investigation at one nursing facility. Our review determined that therewasa
qudity of careissue related to the nuraing facility’s treatment of pressure sores.
Pressure sores were observed on more than one resdent. In one instance, the
pressure sores developed during the resdent’ s Say at the facility and progressed
to wet gangrene. The resdent had to have hisfoot amputated. Divison surveyors
did not investigate pressure sores during the survey until our nurse consultants
brought these concerns to the survey team's atention. A deficiency was
subsequently cited. At another facility, we observed that Divison surveyors did
not follow HCFA investigative protocols for three pressure sores identified on a
resident.

Division surveyors did not appropriately assign scope and severity to a
housek eeping and maintenancedeficiency at onefacility. Divison surveyors
noted numerous problems with dirt and grime throughout the facility. The
surveyors assgned a scope and severity of “E” (a “pattern” of incidents with
potentia for morethan minima harm). Our nurse consultantswould have assgned
a scope and severity of “F’ (“widespread” problem with potential for more than
minima harm) because the problem was evident in 48 of 75 rooms, 3 of 4 dining
rooms, and 5 of 5unitsat thisfacility. An“F’ sanctionissgnificantly more serious
than an “E’ sanction, Snce more severe pendties may be imposed.

Division surveyors overlooked problems with administering pain
medication at one facility. During the survey a one facility, our nurse
consultants observed a resdent who was exposed and in substantia pain. The
resdent had a doctor’s order for pain medication each hour as needed, but the
resdent had not recalved hispain medication for at least fivehours. TheDivison's
surveyor noted that the resi dent was exposed, but did not observethat the resident
was in pain and had not recaived hispain medication. Although the Divison cited
a dignity deficiency, no focused review or investigation of pain control occurred
during the survey. Additional focused review may have resulted in citing a

deficiency.
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» Divison surveyorsdid not thoroughly investigate infection control issues
at one nursing facility. During theinitid tour of the facility Divison surveyors
noted catheters hanging in one resident room with the tips exposed and lying on
the floor. The exposed catheters should have raised an issue about the facility’s
commitment to infection control; however, Divison surveyors did not investigate
this issue further. The Divison cited infection control as an “A,” indicating
subgtantiad compliance.  The Divison could have subgtantisted a scope and
seveity of “D” if surveyors had conducted the investigation as warranted by the
circumstances.

» Divisionsurveyorsdid not consistently comply with HCFA documentation
requirements. Our survey observations noted that Divison surveyors filed
incomplete forms, did not record the number of required resident interviews on
sampling forms as required by HCFA, and modified the sample size without
documenting the rationde. During our review of 25 completed survey files, we
noted that 14 of 25 files contained incomplete forms required by HCFA and 5 of
25 files contained a least one missing document. Of 25files, 11 Resident Review
Worksheets were not completed as required by HCFA regulations. Resident
reviews are critical because they often uncover problems with quality of care.
Complete documents are important for supervisory review, to substantiate
deficiencies, and to withstand scrutiny upon appedl.

Our review of HCFA comparative reportsreveaed that HCFA surveyorsidentified some
of these sameissuesduring their surveysat different nursing facilities. For ingance, HCFA
aso raised issues concerning pressure sores in prior surveys. In each instance, HCFA
surveyors cited deficiencies when Divison surveyors did not.

Deficiencies Cited in Colorado and Other States
Regionally and Nationally

We compared deficiencies cited during surveysin Colorado with federa dataavailable a
nationa and regiond levels (HCFA Region VI statesinclude Colorado, Montana, North
Dakota, South Dakota, Utah, and Wyoming). We found that during the past three years
the Divison' ssurveyorshaveidentified, on average, 51 and 36 percent fewer deficiencies,
repectively, than other states nationaly and regionaly. Deficiencies cited for the past
three years are shown in the following graph.



Report of The Colorado State Auditor 185

Average Number of Deficiencies
1997 to 1999
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Source: American Health Care Association’ sNursing Facilities' Deficiency Report.

Fromthese data.one could concludethat Colorado’ snursing facilitiesare providing higher-
quality carethan other satesnationdly or in Region VI11. However, when thisinformation
is viewed dong with the data aready presented in this report, this raises questions about
Colorado’s oversght of quality of care through surveys.

We dso found that, on average, 35 percent of Colorado facilities were not cited with any
deficiencies during the past three years. In contrast, an average of 23 and 20 percent of
fadilities, respectively, in Region VI and nationdly were not cited with any deficiencies.
These data are presented in the following graph.
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Facilities Without Deficiency Citations
1997 to 1999
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Further, we found that Colorado cites deficiencies with an average lower severity than
other dtates nationaly and regiondly. For example, substantialy fewer facilities in
Colorado receive deficiencies coded with ascope and severity of “F” or higher. A facility
cited with adeficiency of “F’ or higher will be subject to more serious sanctions, including
monetary pendties, than afacility cited with deficienciescoded a D or E. The percentage
of deficienciescoded at “F’ or higher in Colorado, Region V111, and nationdly isdisplayed
in the following chart.
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Comparison of Scope and Severity Ratings
Colorado, Region VIII, and U.S.
Federal Fiscal Year 1999

Scope and
Severity Colorado Region VIII United States

A through E 93% 83% 82%

F through L 7% 17% 18%

Sour ce: American Hedlth Care Association’s Nursing Facilities
Deficiency Report.

The chart shows that, during 1999, about 7 percent of the deficiencies cited in Colorado
had a scope and severity of F or greater and 93 percent had a scope and severity of E or
less. In contrast, about 18 percent of the deficiencies cited nationaly during 1999 had a
scope and severity of F or greater and about 82 percent had a scope and severity of E or
less.

These graphs and charts show that Colorado isan outlier in terms of both the number and
scope and severity of deficiencies cited. Again, these data rai se questions about whether
the Divisons surveyors are effectively uncovering qudity of care issues a Colorado
nursng facilities

Increased Training and Supervision Are Needed

The importance of citing a deficiency, when supported by adequate evidence, cannot be
overstated. Federd rules require that dl deficiencies of B or greater result in a plan of
correction. The plan of correction must be submitted by the nursing facility within 10
cdendar days. Additiondly, federd rulesrequire the Divison to resurvey any facility with
adefidency of G or greater. Thefacility must be in subgtantia compliance within 90 days
or thefacility will be denied payment for new Medicaid and Medicare patient admissons.
The resurvey is focused on reviewing the issues that led to citing the deficiency. If the
deficiency is cited again, sanctions may be imposed by the federd government.

The Divison resurveys dl facilities with a deficiency of B or greater within 90 days. For
asample of 19 nurang facilitieswith deficienciescited a B or greeter, wefound that al 19
fadilities submitted required plans of correction within specified time frames. Resurveys
aso occurred within 90 days as required by federd rules. In each ingtance, the
deficiencies were corrected and no further deficiencies were cited.
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Since deficiency citing is key to ensuring nursing facilities correct quality of careissues, it
iscritica that Divison surveyors identify and thoroughly investigate potentid deficiencies
and cite and code them appropriately. The Divison can improve its deficiency citing as
explained below.

Firgt, we identified a need for increased teambuilding for Divison surveyors. HCFA
requires a multidisciplinary compostion for dl survey teams nationwide. Survey teams
mustinclude professondsfrommultipledisciplines, such asdietitians, therapists, and socia
workers, in addition to nurses. The Divison's survey teams are compaosed of the mix of
professionds required by the federd government. However, multidisciplinary teams need
grong teambuilding skills to operate effectivdly. Through increased training and
teambuilding, the Divison can ensurethat al survey team members have an awareness of
clinical issues and can gppropriady identify quality of care concerns.

Second, we noted a need for increased training. The Divison reports problemswith saff
turnover. As the Divison hires new gtaff to replace those who leave, fewer gaff have
experience conducting surveys. Our review of aff experience confirmsthisfact. Of 23
nurang facility surveyors who spend most of their time on-Ste a fadilities, over hdf have
three years or less experience, and 26 percent have one year or lessexperience. Divison
deff report that these newer staff have not had the same training opportunities as more
experienced Saff. For example, the Division developed atraining program oninvestigative
protocolsthat it presented to its own surveyors and to other states nationaly. It reports
that three of its nurang facility surveyors have not yet had thistraining. The Divison is
currently revisng thistraining and will providethetraining to these surveyorswhen revisons
are complete.

Third, Divison staff report that more structured observations by supervisors while teams
are on-gite are needed. According to the Division, for 227 surveys conducted during
Fiscal Year 2000, about 12 had structured observations by supervisors. The Division
plans to use HCFA surveys, qudity indicators, and informal reviews of completed surveys
to identify issues that need to be observed and reviewed while teams are on-ste.
Additiondly, the Divison plans to increase the number of on-dte survey observations
completed by supervisors.

Recommendation No. 63:

We recommend the Hedlth Facilities Divison increase focus on quality of care and
deficiency citing through certification surveys. This should include:
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a. Traning to enhance cross-disciplinary understanding, focusng on investigative
protocol s, scope and severity ratings, deficiency tag assgnments, and resdent risks
observable through interviews, patient records, facility records, and facility
Ingpections.

b. Structured on-gite review by supervisors of survey team activities.

c. Teambuilding techniques to ensure timely communication occurs throughout the
SUrvey process.

Health Facilities Division Response:

Agree. The Divison is committed to improving its focus on qudity of care and
deficiency citing and will increase surveyor training, on-site supervison, and
teambuilding. The Divison has hired a Clinical Nurse Fidd Manager to provide
additional on-gte supervison of survey teams and is scheduling a gerontologica
nursing assessment training for al surveyors and supervisors.

Although we agree with the auditors recommendation, we disagree with the report
text in the following areas. Firdt, we disagree with the assumption that HCFA
comparative survey results are comparable to the surveys done by the Divison.
HCFA comparative surveys are completed at different times and with more
resources than those available for state agency use. Other states have raised
concerns about HCFA comparative surveys and HCFA indicates it will be
implementing a state apped s process in the future. Second, we disagree with the
consultants on-Siteobservations. Our disagreement isbased on differencesin how
we perceive thefactsand on differencesin professiona opinion. For example, our
survey team identified pressure sores as a potentia problem prior to entering the
fadility, rather than in response to the consultants comments. Findly, we disagree
with the assumption that a smple comparison of the number of deficiencies in
Colorado and other states is valid. This comparison does not recognize that
legitimate factors such as Medicaid reimbursement rates, Sete licensure laws and
regulations, consumer information, and the involvement of the state's ombudsman
program may cause variances from dtate to state.

These disagreements, however, do not diminish the Divison's agreement with the
recommendation.
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Conflict of Interest Statements

The federd government requires dl Divison surveyors to complete a conflict of interest
gatement to maintaintheintegrity of surveysandinvestigations. The purposeof the conflict
of interest statement is to identify any relationships between Divison employees and a
nuraing facility that would impact the objectivity or credibility of asurvey or investigation.
We reviewed the Divison's conflict of interest statements and identified the following
problems.

» Some conflict of interest statementsweremissing or outdated. Of asample
of 10 employees, the Divison could not find conflict of interest statements for 2
people. Additiondly, conflict of interest statements for two employees had not
been updated since 1995. If conflict of interest Satements are missing or out of
date, the Divison may not be aware of relationships between surveyorsand nursing
facilities that could jeopardize the outcome of a survey or investigation.

» The supervisor who staffsand schedules surveysdoesnot maintain alist of
potential staff conflicts of interest. As a result, the supervisor could
inadvertently assign staff to a survey or investigation who may have a business or
personal rdationship with nursaing facility saff. This could compromise the outcome
of the invedtigation & thet nursing facility.

» Conflict of inter est statementsdo not requireemployeesto certify that they
have not accepted payments or gifts from nursing facilities or related
parties. Agan, thisinformation isimportant for ensuring that Divison Saff observe
ethica behavior and maintain the objectivity and credibility of the Divison's
overgght of nursng fadilities

Recommendation No. 64:

The Hedlth Facilities Division should improveits oversght of employee conflicts of interest
by requiring dl staff to complete and update their conflict of interest statements annudly.
Divison supervisors should review these statements and consider conflicts of interest
before assgning aff to surveys or investigations. The Divison should modify its conflict
of interest satements to require each employee to certify that he or she has not accepted
payments or gifts from any nursing facilities or their related parties.
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Health Facilities Division Response:

Agree. The Division has asked its employees to complete a current conflict of
interest form and has digtributed information reminding employees of its conflict of
interest policies. Theformswill be updated at least annually and as necessary when
changes occur. In addition, employee conflict of interest information will be
incorporated inthe Divison’ sdatasystemwhereit will be accessibleto supervisors.
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Department of Public Safety

Division of Criminal Justice

The Department of Public Safety is respongble for providing a safe environment for the
citizens of Colorado. Within the Department, the Divison of Criminad Justiceisresponsible
for improving the adminigtration of the crimind judtice sysem in Colorado. Please refer
to page 93 in the Financid Statement Findings section for additiona background
information.

Salaries Charged to Federal Grants Should Be
Properly Supported

Many dtaff within the Division spend their time working on severd federd programs. We
found that the Divison does not maintain actua time records that would adlow it to
accurately alocate time spent on each federa program. Please refer to Recommendation
No. 27 in the Financid Statement Findings section for additiona detalls, our
recommendation, and the Divison’s response.

Byrne Formula Grant Program

The Byrne Formula Grant, administered by the Divison, isone of the largest sources of
non-operating law enforcement moniesfor systemsand programimprovementsthroughout
the State. Federd law ligts 26 different purposes that Byrne Formula Grant monies may
be used for, such as a variety of anti-drug efforts induding multi-jurisdictiona task force
programs, career criminal prosecution programs, and programstoimprovethecrimina and
juvenile justice system's response to domestic and family violence. At least 5 percent is
required to fund crimind higory improvement projects.  Priority is given to
multijurisdictiond task forces and crimina history improvement projects. An average of
about $7.4 million is awarded annudly to the Division.
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Maintain Compliance With the Cash M anagement
| mprovement Act

The Cash Management Improvement Act (CMIA) regulatesthetransfer of funds between
federd and state agencies for federal grants. This is implemented through an agreement
between the U. S. and State Treasury (Agreement). The Agreement requires that the
Divison request funding so that payment vouchers are reimbursed by federa funds five
days after issue. Indirect costs of administering the grants are required to be recovered
proportionaly with each drawdownrequest. TheDivison'sByrneFormulaGrant Program
and Violent Offender Program, which provides funds to expand and build facilities for
vidlent offenders, is subject to the Agreement. During our Fisca Year 2000 audit we
found that the Divison is not in compliance with the Agreement.

We discovered that the Divison is drawing down funds about once amonth. The amount
drawn isbased on expendituresincurred and expected expendituresthrough theend of the
month. For the Byrne Program, our testing of the drawdown in the months of March and
May predominantly showed that the State |ost interest by not drawing funds soon enough,
but aso noted instancesin which fundswere drawn before the expenditureswereincurred.
For the months tested the State lost gpproximately $6,000 in interest. For the Violent
Offender Program the only drawdown wasdonein Junefor reimbursement of expenditures
occurring throughout the entire fiscal year.

Our audit showed that reimbursements for indirect costs are not being requested
gopropriately. Indirect costs are those codts that cannot be directly related to the
adminidration of a specific program.  For example, the expenses of operating the
Executive Director’ s Office benefit the Division asawhole, but do not usudly rdaeto a
gpecific federal program. However, apercentage of theseindirect costs may berequested
and paid for through federa programs. The indirect costs must be requested
proportiondly in each drawdown. For the Byrne program, instead of drawing down a
portionof theindirect costsin each request, the Division claimed atota of $29,087 ontwo
separate occasions. The Violent Offender Program had $1,000 in indirect costs charged
on onerequest. Although this only resulted in less than $10 in interest costs to the State,
this method of indirect cost reimbursement does not meet regulatory requirements.

Cash management procedures ensure that drawdowns are made according to the
Agreement and indirect cogts are properly included in the requests. The Division may be
incurring afederd interest ligbility or cause aloss of interest earningsto the State by failing
to comply with the Agreement.
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Recommendation No. 65:

The Divison of Crimina Justice should ensure compliance with the Cash Management
Improvement Act by:

a.  Making draws in accordance with the Agreement.

b. Including indirect costs proportionately in each drawdown.

Division of Criminal Justice Response:

Agree. The Divison will work with the State Treasurer's Office to develop an
implementation plan for procedures whichwill bring then into compliancewith the
Cash Management Improvement Act and the U. S. Treasury - State Agreement.
The estimated implementation date is December 31, 2001.

Evaluate Site Visit Plan for Subgrantees

The Divison is required to subgrant 60 percent of the Byrne Formula Grant Program to
local entities. On top of this, subgrants are aso made to other state agencies. There are
between 70 and 90 subgrantees each year, sharing inthe 1999 award of $7.5 million. The
average award under the 1999 grant was $148,464. OMB Circular A-133 requiresthat
the State monitor subgrantees to ensure that federal funds are being spent according to
their mandated purposes. Thisrequirement ismet through areview of subgrantee’ sSingle
Audit Reports. Although compliancewith OMB Circular A-133 has been achieved, the
Divison was unable to follow itsinterna policy regarding ste vidts due to saffing issues.

Theinternd policy statesthat Ste vigts will be conducted when specific issues are noted,
will be chosen based on thelevel of funding granted, and will be selected based on various
other criteria.  In addition, it stated in its Strategic Plan, which is part of the gpplication
package for the grant, that it will conduct Site visits to enable staff to describe the project
comprehendvely, discuss the impact of the project on the community, and provide
technica assstance to subgrantees. The Divison performed Stevistsduring the last two
weeks of the fisca year.
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Six subgrantees were visited. At this rate it would take about 15 years to visit each
subgrantee. Thetypical time period for the grantsisfour years. With such coverage many
subgrantees would not receive any Ste vigts, which is not consstent with the Divison's
internd policies. We found that only two of the six visits were for dollar amounts
exceeding the average grant award.

The Divison should develop a schedule of ste vidts that will dlow it to meet its internd
policies. Currently the extent of dite vists performed violates departmenta policy and
conflicts with the Strategic Plan submitted to the federal government.

Recommendation No. 66:

The Divison of Crimina Justice should develop a scheduleto satisfy the objectives stated
in the Strategic Plan aswdl asinitsinternd policies.

Division of Criminal Justice Response:

Agree. TheDivison has developed an accelerated schedule in order to complete
the Site vidts that were not conducted as a result of the loss of three grant
managers, including the manager of the unit, within a four-month period during
Fisca Year 1998 - 1999. Replacement personnel are in place and grant
monitoring training has been completed. The aggressive schedule aready is on
track to bring the unit into full compliance with the Divison's policy within one
year. Thiswasimplemented in July 2000.

Accurately Compile Financial Status Reports

An SF-269 Financid Status Report must be filed with the federa Bureau of Justice
Assigtance every quarter. Thereport containsfedera expenditures, state and/or matched
expenditures, and remaining balancesfor theindividua grant programs. During our Fiscal
Y ear 2000 audit we noted the following problems in the preparation of thisreport for the
Byrne Formula Grant Program:

* Program incomeis not reported accurately. Program incomeisearnedin a
variety of ways incuding through the sdle of seized property by subgrantees. The
expenditure of the program income s reported to the State and by the State to the
federal government when the assets have been liquidated into cash.  Theincome
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must be spent for program purposes, but commonly is not expended until the
subsequent year pending the decision of the subgrantee's loca board on exactly
how to alocate the income. If the income was earned under the 1999 grant, the
related expenditures must be reported againgt the 1999 grant, even though they
may not have occurredin Fisca Y ear 2000. Wefound that subgranteesreporting
expendituresof program incomein theyear in which they occurred, not againgt the
grant that the income was earned under. As a result, the Division is manualy
dlocating portions of program expendituresamongst grant years. Inoneinstance,
because program expenditures were reported incorrectly, reports showed that
they spent more program income than they earned for their 1999 grant by
$13,362. We found five out of nine ingtances where the Division hed to dlocate
income between grant years because the subgrantee reported the program
expenditures incorrectly.

Administrative expenditures for the match portion of the grant are not
reported in atimely manner on the Financial Status Report. Although the
Financid Status Report isbased on the grant system and reconciled monthly to the
State's accounting system, the adminigtrative expenditures for the cash match
portion of the grant are not always updated oninterna grant charts. Theinterna
grant charts are the basis for the preparation of the Financid Status Report. We
found two out of three instances where a totd of $120,214 was not reported
timdy on the Financid Status Report because the internd reports were not
updated.

Unliquidated obligations are not properly reported. The report shows
unliquidated obligations for both the federa and the State and loca 25 percent
meatching portion. For the federa portion, the Division reports the amount of
subgrants outstanding or for which expenditures are ftill expected. However, the
Divison has dways shown $0 for the State and locad matching portion. In the
grant status report for the quarter ending December 31, 1999, the unliquidated
portion for the State and loca percent match amounted to $3.5 million. When
subgrants are made, the match isaso obligated, and portions not yet spent should
be reported consstently with the federa portion as unliquidated obligations.

Any ingtance of inaccurate reporting of program income, administrative expenses, or
unliquidated obligations by subgrantees needs to be addressed by the Divison through
improving report forms and instructions. Incorrect and inaccurate reports may ultimetey
jeopardize federd funding.
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Recommendation No. 67:

The Divison of Crimind Justice should develop procedures for preparing its federa
Financia Status Reports that require:

a. Didinct reporting of program income by grant year.
b. Current data on administrative expenditures be reported.

c. Reporting of the unobligated liquidations for the matching portion of the grant to
maintain consstency with the federal unobligated portion.

Division of Criminal Justice Response:

Agree. The Divison will work with grant managers and modify report formsand
indructions to ensure accurate reports to the federal government by January 1,
2001.
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Office of the State Treasurer

| ntroduction

The Officeof the State Treasurer isestablished by the State Congtitution and isresponsible
for efficiently managing the Stateésmonies. The Officed so managesthe Statesinvestments
and implements and monitors the State's cash management procedures. Please refer to
page 113 in the Financia Statement Findings section for additionad background
information.

Cash Management | mprovement Act

The Cash Management Improvement Act (CMIA) regulatesthetransfer of funds between
federa and state agencies for federa grants. The CMIA regulations require the State to
match the time between incurring expenditures of federal funds and requesting and
receiving reimbursement. States are required to enter into a Treasury - State Agreement
(Agreement) with the U. S. Treasury. This Agreement specifies the procedures that the
State will follow to carry out transfers of funds.

The State hasjust completed thefirst year of anew Agreement. The Agreement lagsfive
years (until Fisca Y ear 2004) and may be modified by ether party. InFisca Y ear 2000
there were 34 federa programs covered by CMIA at the Departments of Education,
Hedth Care Policy and Financing, Human Services, Labor and Employment, Loca
Affars, Public Hedth and Environment, Public Safety, and Transportation. These
programs had expenditures of more than $2 billion in Fisca Y ear 2000.

Each year an Annua Report must be submitted to the Financid Management Service
(FMYS) of the U. S. Treasury by December 31. Thisreport detailsany interest liability that
is owed by the State or federad government.

Monitor Compliance With U. S. Treasury - State
Agreement

The Treasurer's Office is repongble for ensuring that the State isin compliance with the
U. S. Treasury - State Agreement. CMI A regulationsrequirethat the State calculate draw
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patterns to match the time between when the funds are drawn and when they are needed.
Draw patterns prescribe when each agency should request funds from the federa
government o that, on average, federa funds are received the same time state funds are
paid. During our Fiscd Year 2000 audit we found that the Treasurer's Office has not
performed testwork to determine whether agencies arein compliance with specified draw
patterns since Fisca Year 1997.

During our current audit we noted that some agencies were not following the prescribed
draw patterns. Failure to follow the appropriate draw patterns can result in an interest
lidbility due to the federd government or lost interest earningsto the State. Unless agency
compliance is periodicdly monitored, there is a risk that large liabilities could go
undetected. Without independently determining whether Sate agencies are following the
prescribed draw patterns and related provisions, the Treasurer's Office cannot certify the
accuracy of the CMIA Annud Report or the State's compliance with the Agreement.
During the period tested, the Treasurer's Office was not aware that state agencieswerenot
following the prescribed draw patterns.

For example, at the Department of Public Safety we noted that the Department isdrawing
down funds about once a month instead of within five days of making an expenditure as
required by the Agreement. We aso determined that the Department of Human Services
was out of compliancewith CMIA. Although the Department implemented anew County
Financiad Management System in Fiscal Y ear 2000, the new system has not enabled the
Department to implement drawdown practices consistent with CMIA requirements.

The Treasurer's Office should determine whether or not agencies are in compliance with
CMIA. The Treasurer’s Office could devel op procedures to periodicaly test the draws
and payments of warrants made by individual agencies. Procedures should include
determining the dates that federal funds were requested and received for selected
disbursements. Also, the Treasurer's Office should determine the dates that the federd
funds were requested in accordance with the draw patterns prescribed in the Agreement
by comparing the disbursement, request, and receipt dates.

Recommendation No. 68:

The Treasurer's Office should determine whether the State isin compliance with the Cash
Management Improvement Act and that trandfers of funds are made in a timely manner
between federal and state agencies.
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Treasurer's Office Response:

Agree. Treasury’srespongbilities as State CMIA coordinator under Part 205 of
the Code of Federal Regulations (CFR) include (1) coordinating al CMIA related
interactions with the U.S. Treasury, (2) maintaining records supporting interest
cdculations, clearance patterns, direct costs, and other functionsdirectly pertinent
to the implementation and adminigtration of CMIA, and (3) preparing the CMIA
annua report.

Treasury agrees with the auditor’s concern regarding interest liabilities from the
non-compliance with CMIA draw schedules during the fiscal year. Althoughitis
not feasible for Treasury independently to determine or test an agency’s
compliance with its CMIA draw schedule, Treasury will implement an improved
monitoring process by December 31, 2000. This new plan will include semi-
annud communications with appropriate State agencies and require written
affirmation by each agency of its compliance with its draw schedules.

TheU. S. Treasury - State Agreement Should Be
Revised

The U. S. Treasury - State Agreement lists the programs that are covered by CMIA, the
funding techniques, draw patterns for each agency, and the methods of calculating Sate
and federd interest liabilities. As stated earlier, the State has just completed the first year
of anew Agreement, which may be modified by ether party. During our audit we noted
the following errorsin the current Agreement:

Three programs that were included in the Agreement did not meet the
major program threshold as defined by the Treasurer's Office. The
Treasurer's Office determined that a program was covered under CMIA by
egtablishing athreshold of $7 million. In order to determine what programs were
covered in the current Agreement, the Treasurer's Office reviewed the Schedule
of Federal Expenditures for Fiscal Year 1998. Three programs included in the
Agreement did not have total expenditures of more than $7 millionin Fisca Year
1998.

One federally funded program at auniver sity wasinappropriately included
inthe Agreement. CMIA regulaions state that programsat inditutions of higher
education, hospitals, or nonprofit organizations are not subject to the Act's
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requirements. In addition, this program was listed as being administered by the
Department of Human Servicesin the Agreement.

* One program that is not covered by the current CMIA Agreement was
included in the 1999 Annual Report tothe FM S. The Annua Report shows
the computation of any state and/or federd interest liability that occurred due to
agencies not following CMIA requirements. The Annua Report should include
programs that are covered under the current Agreement. During our audit we
noted that the Treasurer's Office included information for one program in the
Annud Report that was not included in the current Agreement. Since there was
no interest ligbility for this program, no dollars were reported. However, by
induding the program in the report, the U. S. Treasury is led to believe that the
program is subject to and has complied with the Agreement.

* One program hasrecently exceeded thethreshold and should beincluded
in the Agreement. One program a the Department of Public Health and
Environment had expenditures over $7 million for the firgt time in Fiscal Year
2000. This program exceeded the CMIA threshold; therefore, the Agreement
should be updated to include this program.

Programsincluded in the Agreement are subject to itsterms. If programs do not meet the
agreed-upon criteriabut are fill incorporated into the Agreement, the U. S. Treasury will
expect that the mandated draw patterns will be followed. Since the Agreement can be
modified, the Treasurer's Office should review the current Agreement to ensure that only
gpplicable programs are included.

Recommendation No. 69:

The Treasurer's Office should review the current U. S. Treasury - State Agreement to
ensure that only programsthat are subject to the Cash Management Improvement Act are
included in the Agreement.

Treasurer's Office Response:

Agree. Beginning in December 2000 and semi-annually thereafter, Treasury will
send agency controllersalist of ther existing CMIA grants and require them to
make any changes in funding levels and to identify any new grants that meet the
CMIA dallar threshold. TheTreasury will review theinformation and, based upon
the information provided, update the federa-state agreement.




Disposition of Prior Year Audit Recommendations

The following audit recommendations are summarized from the Statewide Audit for Fiscal Years 1999, 1998, 1997, and 1996. The Statewide
Audit includes both financid audit and sngle audit recommendations.

Report and Recommendation Disposition
Rec. No.

Department of Corrections

1999 Single Audit ~ The Department of Corrections should record the receipt of all Implemented.
Rec. No. 1 pharmaceuticals transferred into and out of the Pharmacy.

Department of Education

1998 Sngle Audit  The Department of Education should strengthenitsinternal controls Implemented.
Rec. No. 6 over subrecipient monitoring by determining which subrecipients

are no longer subject to Single Audit requirements and developing

aplan for monitoring each subrecipient.

1998 Financid The Department of Educationshould complete theimplementation Implemented.
Audit Rec. No. 7 of itsdisaster recovery plan for the HP 3000 system by purchasing
a backup system and testing the backup system regularly.
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Report and
Rec. No.

1999 Single Audit
Rec. No. 2

1999 Single Audit
Rec. No. 3

Recommendation

Department of Health Care Policy and
Financing

The Department of Hedlth Care Policy and Financing (HCPF)
should prioritize completion and submission of cost dlocation plans
for Fisca Years 1999, 1998, and 1995, including the devel opment
of time-and-effort studies or smilar methodology to support the
plans to be submitted.

The Department of Health Care Policy and Financing should ensure
payments are made only for alowable costs under the Medicaid
program by (a) improving controls over third-party resources, (b)
establishing clams reviews, () requiring detailed support for
dams, (d) ensuring that Electronic Data Interchange agreements
are current, and (€) requiring that providers submit client sgnature
logs to facilitate reviews.
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Disposition

Partidly implemented. As of September 29, 2000,
the Department received federa gpproval, through
the Hedlth Care Financing Adminidration, of the
Fisca Year 1995 through 1999 cost alocation
plans. However, the Department has not
submitted a plan for Fisca Y ears 2000 or 2001.
Approved cogt aloceation plans should be in place
prior to the beginning of the fiscal year. See
current year Recommendation No. 5.

Part a and b: Partidly implemented. The
Department’ s fisca agent for Medicaid has
partidly implemented “Intent to Retract”
procedures to recover amounts related to third-
party resources. See current year
Recommendation No. 34.

Part c: Partialy implemented. See current year
Recommendation No. 39.

Part d: Not implemented. See current year
Recommendation No. 34.

Part e Implemented.



Report and
Rec. No.

1999 Single Audit
Rec. No. 4

1999 Single Audit
Rec. No. 5

Recommendation

The Department of Health Care Policy and Financing should ensure
adequate controls are in place over automated systems for the
Medicaid program by performing and documenting analysisfor the
Medicad Management Information Sysem (MMIS) and
conddering a requirement that the fiscd agent obtan an
independent assessment of controls over the MMIS.

The Department of Hedlth Care Policy and Financing should
enhance control procedures and review processes for federal
drawdowns under the Medicaid program by (a) establishing
sandardized procedures that specificaly address the manua
Disproportionate ShareHospita program transactionsand prevent
duplicate federal drawdowns, and (b) implementing review
procedures that compare expenditures and dlotments, and
determine if arequest for supplementa federal funds needs to be
submitted.
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Disposition

Not implemented. See current year
Recommendation No. 35.

Part & No longer applicable. All drawdowns are
now completed under the normal drawdown
process.

Part b: Implemented.



Report and
Rec. No.

1999 Single Audit
Rec. No. 6

1999 Single Audit
Rec. No. 23

Recommendation

The Department of Hedth Care Policy and Financing should
recognize and work to meet federa limits for non-benefit activity
costs under the Children's Hedlth Insurance Program by (a)
recording a ligbility quarterly for federad reimbursement received
related to expenditures in excess of the 10 percent limit, (b)
developing a strategy to ensure non-benefit activity costs are
appropriately reduced, and (c) informing the Generd Assembly on
the status of reducing non-benefit activity costs to the required
level.

The Department of Health Care Policy and Financing should
strengthen controlsover Medicaid client eigibility processesby ()
reviewing and documenting the Department of Human Service's
Sngle Entry Point monitoring, (b) working with the Department to
implement control procedures to ensure al county departments of
socid services are maintaining current Medicaid files, and (c)
establishing procedures to ensure claims are not being paid and
individuds are disenrolled if they are not digible for benefits
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Disposition

Part a Implemented.

Part b: Partidly implemented. The Department
continues to work on a strategy to reduce
adminigtrative cogts to the necessary level. These
costs were budgeted not to exceed the federd limit
for receiving matching funds for Fiscal Y ear 2001.
We will continue our follow-up in Fisca Year
2001.

Part ¢ Not implemented. We will continue our
follow-up in Fisca Year 2001.

Pata Implemented.

Pat b: Partidly implemented. The Department of
Hedth Care Policy and Financing has revised its
agreement with the Department of Human Services
to strengthen monitoring of Single Entry Point
entities and provide additiond training on
requirements. See current year Recommendation
No. 36.

Part . Not implemented. See current year
Recommendation No. 36.



Report and
Rec. No.

1999 Single Audit
Rec. No. 24

1999 Single Audit
Rec. No. 25

1999 Single Audit
Rec. No. 26

1999 Single Audit
Rec. No. 27

Recommendation

The Department of Hedth Care Policy and Financing should
improve controls over provider digibility by (&) requiring current
provider agreements and applicable provider licenses, (b) revisng
procedures to ensure expenditures are made only to digible
providers, and (¢) induding natification provisons in the
interagency agreement in the event a menta hedlth provider loses
itslicense or certification under the Medicaid program.

The Department of Hedlth Care Policy and Financing should ensure
dl necessary complaint information is maintained under the
Medicaid Managed Care Program by requiring al complaints
under the Programs for All Inclusive Care for the Elderly be
reviewed, continue to monitor providers participating in the
managed care program.

The Department of Hedth Care Policy and Financing should
require that case files contain supporting documentation in
chronologica order from case opening to dispostion with a
corresponding log of the case history.

The Department of Health Care Policy and Financing should
devel op anoverd! framework to heighten accountability for fighting
Medicaid fraud and abuse.
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Disposition

Partsaand b: Not implemented. See current year
Recommendation No. 37.

Pat c. Deferred. Theinteragency agreement
between HCPF and the Department of Human
Services was revised effective duly 1, 2000. We
will continue our follow-up in Fiscal Year 2001.

Not implemented. See current year
Recommendation No. 38.

Not implemented. See current year
Recommendation No. 39.

Implemented.



Report and
Rec. No.

1999 Single Audit
Rec. No. 28

1999 Single Audit
Rec. No. 29

1999 Single Audit
Rec. No. 30

1999 Single Audit
Rec. No. 31

Recommendation

The Department of Hedlth Care Policy and Financing should work
with the Medicaid Fraud Control Unit to recover past-unrefunded
prescriptioncreditsand monitor future prescription refundsto make
sure new pharmacy program controls are working as intended.

The Department of Health Care Policy and Financing should ensure
that dl nurang fadilitiesrecaivein-depth reviews of billing practices
and persona needs funds on a systematic basis.

The Department of Health Care Policy and Financing should
undertakeacomprehendvereview of high-risk programsthat result
in ingppropriate payments and modify its policies and procedures
to prevent payment of inappropriate clams.

The Department of Hedth Care Policy and Financing should
review and revise regulations, statutes, gpplication materids, and
provider agreements to reduce fraud and abuse.
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Disposition

Partidly implemented. The Department
implemented requirements related to sgnature logs
documenting recipients receipt of prescriptions on
June 1, 2000. The Department needs to
implement procedures to monitor these logs to
ensure prescription credits are received in
appropriate instances. See current year
Recommendation No. 34.

Deferred. The Department is currently awaiting a
response from the Joint Budget Committee
regarding contingency-based contracting. We will
continue our follow-up in Fiscd Year 2001.

Partidly implemented. The Fraud and Abuse Task
Force has reviewed and prioritized high-risk
programs. The Department isin the process of
drafting more stringent Program Integrity rules.
Implementation date: February 1, 2001. In
addition, the Program Integrity Unit will develop a
Request for Proposd (RFP) for a contingency-
based contract for post-payment reviews focused
on high-risk programs. Implementation date for
posting of RFP: June 2001.

Deferred. We will continue our follow-up in Fisca
Y ear 2001.



Report and
Rec. No.

1999 Single Audit
Rec. No. 32

1999 Single Audit
Rec. No. 33

1999 Single Audit
Rec. No. 34

1999 Single Audit
Rec. No. 35

1997 Single Audit
Rec. No. 2

Recommendation

The Department of Hedlth Care Policy and Financing should work
with the Medicaid Fraud Control Unit to propose legidation that
establishes anti-kickback and civil fase clams statutes, and anti-
unbundling regulations.

The Department of Hedlth Care Policy and Financing should obtain
date of death information for use in seeking recoveries for past
inappropriate clamsand preventing payment for services provided
after date of desth in the future.

The Department of Hedlth Care Policy and Financing should work
with its fiscd agent to verify and document that dl required
applicationmateridsareincluded with theinitia application and that
applicationmateria sarefilled out completely beforeenrollmentinto
the Medicaid program.

The Department of Health Care Policy and Financing should ensure
that case files for the Children's Hedlth Insurance Program clearly
document the digibility status for each child.

The Department of Hedth Care Policy and Financing should
improve its management of accounts receivable by ensuring
reconciliations are complete and performed in atimely manner and
by further automating the reconciliation process.
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Disposition

Partidly implemented. State civil monetary law
was proposed and defeated during the 2000
Legidative Sesson. The Department plansto
propose smilar legidation during the 2001
Legidative Sesson. The Department has
proposed regulations related to anti-unbundling.
Implementation date for regulations. February 1,
2001.

Implemented.

Not implemented. See current year
Recommendation No. 36.

Deferred. We will continue our follow-up in Fiscdl
Y ear 2001.

Partialy implemented. The Department continues
not to reconcile federal due to/from accounts. We
will continue our follow-up in Fiscd Year 2001



Report and
Rec. No.

1997 Single Audit
Rec. No. 3

1999 Single Audit
Rec. No. 7

1999 Single Audit
Rec. No. 8

1996 Financid
Audit Rec. No. 9

Recommendation

The Department of Hedth Care Policy and Financing should
improve its oversght of the collection of Medicaid overpayments
by improving the tracking, reporting, and andlyss of identified
overpayments and using this information to aid county collection
efforts.

Department of Higher Education
Board of Regents of the University of Colorado

The University of Colorado Hedth Sciences Center should ensure
compliance with federd and University regulations, policies, and
procedures concerning grants purchases and dispositions of
federally funded assets over $5,000.

Colorado Historical Society

The State Higtorica Fund should develop standard criteria to be
documented and used in determining the level of monitoring to
occur for historical preservation projects.

The Colorado Higtorical Society should review TOP SECRET
violationreportsor implement aternative proceduresfor monitoring
information system security violations.
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Implemented.

Implemented.

Implemented.

Implemented.

Disposition



Report and
Rec. No.

1999 Single Audit
Rec. No. 36

1999 Single Audit
Rec. No. 37

Recommendation

Colorado Student L oan Division

The Colorado Student Loan Divison should work with the State
Treasurer's Office to resolve problems with the outstanding check
reports.

The Colorado Student Loan Divison should continue to exercise
due diligenceto obtain information from thelenderson loansclosed
by the lender.
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Disposition

Partidly implemented. The Divison has worked
with the State Treasurer's Office to resolve
reconciling items from eighteen as of June 30,
1999 to three as of June 30, 2000. The Bank's
outstanding check baance now agrees with the
beginning of the next month. The Divison should
continue to resolve outstanding items. We will
continue our follow-up in Fiscd Year 2001.

Partialy implemented. The Divison took stepsto
identify and resolve loans where no reporting has
occurred by assgning their Compliance, Training,
and Investigation Divison to focus on unreported
loans while performing lender auditsin Fiscd Year
2000. However, we found that there are il
differences between the lender’ s records and the
Divison'srecords. Full implementation is planned
for Fisca Year 2002.



Report and
Rec. No.

1999 Single Audit
Rec. No. 38

1998 Single Audit
Rec. No. 8

1999 Single Audit
Rec. No. 9

Recommendation

Trustees of the Colorado School of Mines

The Colorado School of Mines should establish policies and
procedures to ensure compliance with federa requirements by (a)
identifying dl entities that receive federd funds from the University
and evduaing which entities are subrecipients and monitoring
subrecipientsasdictated by thefedera government, (b) developing
aplan and timetable for diminating the backlog of grant close-out
reports, (C) retaining appropriate documentation to demonstrate
compliance with federd matching requirements, and (d) reporting
non-cash assistance in accordance with federa requirements.

State Board of Agriculture

The University of Southern Colorado should improve the process
for Perkins loans by implementing changes to keep borrower
information current and accurate and utilizing a system-generated
comparisonto determine that al students reported asin school are
registered for classes a the Universty or meet other igibility
requirements.

Department of Human Services

The Depatment of Human Services should implement a
methodology for accumulating, recording, and reporting revenue
withindl divisonsthat includes adequate reconciliation procedures
and utilizes automated systems.
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Disposition

Part & Not implemented. See current year
Recommendation No. 54.

Partsb, ¢, and d: Implemented.

Implemented.

Implemented.



Report and
Rec. No.

1999 Single Audit
Rec. No. 10

1999 Single Audit
Rec. No. 11

1999 Single Audit
Rec. No. 39

1998 Financia
Audit Rec. No. 12

Recommendation

The Department of Human Services should require supervisory or
secondary review of dl manualy caculated payroll transactions.

The Department of Human Services should improve controls over
the personnel process by implementing a monitoring process to
ensure that employee performance evauations are completed
anudly and enforcing disciplinary actions when annua
performance evaluations are not completed.

The Department of Human Services should improve the on-site
review process for the Adoption Assstance Program by
implementing a ri sk-based approach for selection of countiesto be
monitored; usng arandom-sampling method for casefile sdlection;
documenting review proceduresto be performed; providing written
results of the review to appropriate county management; and
requiring counties to correct noted deficiencies.

The Department of Human Services should improve controls
over fixed assets by (@) improving oversight and coordination,
(b) enforcing the use of standard procedures, and (c) resolving
items designated as “unlocated”.
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Disposition
Implemented.

Implemented.

Implemented.

Part a Partidly implemented. The Department has
improved its oversght and coordination over the
fixed asset reconciliation process. However, we
noted problems with reconciliations for severd
agencies within the Department. We will continue
our follow-up in Fisca Year 2001.

Part b and c: Implemented.



Report and
Rec. No.

1998 Single Audit
Rec. No. 13

1998 Single Audit
Rec. No. 14

1997 Single Audit
Rec. No. 9

1998 Financid
Audit Rec. No. 18

Recommendation

The Department of Human Services should implement on-site
monitoring of county activities for the Temporary Assstance for
Needy Families program to ensure that federal and Sate
requirements are met.

The Department of Human Services should improve its fiscal
management system for federa programs by (a) implementing a
method for identifying payments made for Electronic Benefit
Transfer (EBT) programs by grant, requesting appropriate cash
reimbursement in atimely manner, and tracking information linking
specific disbursements to cash draws and cash receipts, and (b)
ensuring that future changes that affect its cash management and
accounting process are included in the overal grant management
process.

The Divison of Vocationd Rehahilitation should (a) examine the
types of services it purchases and develop a process for
competitively bidding those services, and (b) work with the
Divisonof Purchasing to ensure that its new procedures comply in
al respects with purchasing requirements.

Judicial Department

The Judicid Department should consolidate their bank accounts
and deposit them with the State Treasury's pooled account to the
greatest extent legaly possible.
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Disposition

Implemented.

Pata Patidly implemented. Whilethe
Department has made improvementsin this area,
we found that the Department had large receivable
baances for severd mgor programs. The
Department has implemented a manud tracking
method for linking specific disbursements to cash
draws and cash receipts for non-EBT programs.
We will continue our follow-up in Fiscd Year
2001.

Part b. Ongoing.

Partidly implemented. We will continue our
follow-up in Fisca Year 2001.

Deferred. The Department will research this with
the State Treasury in hopes of implementation in
Fiscal Year 2001.



Report and
Rec. No.

1999 Single Audit
Rec. No. 12

1998 Financid
Audit Rec. No. 21

1997 Single Audit
Rec. No. 12

Recommendation

Department of Labor and Employment

Disposition

The Department of Labor and Employment should perform a Partidly implemented. The Department has

reconciliation of federd revenue from the Department's grant
accounting system to the State's accounting system annually.

Department of Natural Resour ces

The Department of Natura Resources should identify goods and
sarvices that could be purchased in volume through competitive
bids and obtain the necessary documented quotes or bids as
required.

The Department of Natural Resources should complete the review
and correction of information on the report tracking system to
ensure that schedules contain correct due dates.

-215-

succeeded in identifying severd reconciling items
that impact the difference between deferred
revenue per the Schedule K-1 based on its grant
system and the amount of the federd receivablein
the State's system. When those items were
included in this year's reconciliation, the difference
between the two sysemswas immeaterid. The
Department will continue to further identify those
items that cause the difference until assurance of
recording of federd revenueisfully accuratein the
State's systlem. Department personnd will begin
performing the reconciliation in Fiscal Y ear 2001.

Implemented.

Implemented.



Report and
Rec. No.

1997 Financid
Audit Rec. No. 14

1996 Financid
Audit Rec. No. 16

1999 Single Audit
Rec. No. 13

1998 Financid
Audit Rec. No. 27

Recommendation

The Depatment of Natural Resources should establish
departmentwide policies and procedures for processing each
federa grant by coordinating between program and accounting staff
and following up on problems with grants.

The Depatment of Natura Resources should strengthen
management controls over the processing and review of payment
voucher transactions to prevent vendor payment errors.

Division of Minerals and Geology

The Divison of Minerdsand Geology should identify discrepancies
between the State Treasury's records for mined land reclamation
cash deposits and the State's accounting records.

The Divison of Minerds and Geology should ensure that dl
deposits ae in compliance with dautory and other legd
requirements. The Divison should ensure that short-term
certificates are moved to digible public depostories on their next
meaturity date and develop a plan for long-term certificates.
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Disposition

Implemented.

Deferred. We will continue our follow-up in Fiscal
Y ear 2001.

Partidly implemented. The Divison hasidentified
interest as the difference between the State
Treasury's records and the State's accounting
records. The Divison isin the process of
preparing a spreadshest to track interest by
individua cash bond. We will continue our follow-
up in Fisca Year 2001.

Not implemented. See current year
Recommendation No. 24.



Report and
Rec. No.

1998 Financid
Audit Rec. No. 26

1998 Financia
Audit Rec. No. 22

1998 Financia
Audit Rec. No. 23

1998 Financid
Audit Rec. No. 24

Recommendation

Oil and Gas Conservation Commission

The Oil and Gas Conservation Commission should ensure thet all
deposits ae in compliance with dautory and other legd
requirements. The Divison should ensure that short-term
certificates are moved to digible public depostories on their next
meaturity date and develop a plan to address any long-term
certificates.

Division of Wildlife

The Divison of Wildlife should reconcile sdes recorded in the
CORIS inventory module to license revenue recorded on the
State's accounting system by determining the system differencesfor
recording license revenue between CORIS and the State's
accounting system; modifying the inventory system to address
identified differences; and reconciling the two systems annually.

The Divison of Wildlife should improve hunting and fishing license
controls by (a) reducing excessinventories of licenses, (b) tracking
void licenses separately, and (c) recording refunds on CORIS.

The Divison of Wildlife should improve grant management and
reduce unspent grant balances by encouraging progress hillings
fromDivision contractorsand ensuring that contracts do not extend
beyond federa grant periods.
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Disposition

Not implemented. See current year
Recommendation No. 23.

Implemented.

Partsaand b: Not implemented. See current year
Recommendation No. 22.

Part . Implemented.

Implemented.



Report and
Rec. No.

1997 Financid
Audit Rec. No. 18

1999 Single Audit
Rec. No. 17

1999 Single Audit
Rec. No. 18

1998 Financid
Audit Rec. No. 28

Recommendation

The Divison should improve the controls over its inventory by
mantaning perpetua records that account for inventory
transactions, ensuring consstency in recording dl itemsfor sdleas
inventory in the State's accounting system, periodically writing off
obsolete inventory on the State's accounting system and eva uating
the need to include the merchandise located in the service centers
asinventory.

Department of Personnel d. b. a. General
Support Services

Generd Support Services should classify revenue properly for
TABOR purposes by ensuring that thereisadequatefollow-up on
informeation submitted by the state agencies and routingly andyzing
financid satement information.

Generd Support Services should follow written procedures and
store the backup of Central Collection recordsin asecured off-gte
location.

Genera Support Services should monitor compliance with annud
performance evauation and supervisor sanction provisons and
report the results of its monitoring to the Joint Budget Committee.
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Disposition

Implemented.

Not implemented. The Department added
directions to the billings on how to report TABOR
revenue; however, we continued to find errors. In
addition, no andysis was done to determine the
reasonableness of the amounts reported by
agencies. We will continue our follow-up in Fiscd
Y ear 2001.

Implemented.

Implemented.



Report and
Rec. No.

1998 Financid
Audit Rec. No. 29

1998 Financia
Audit Rec. No. 30

1998 Financid
Audit Rec. No. 31

1999 Single Audit
Rec. No. 14

Recommendation

Generd Support Services should include a requirement for an
independent auditor's report on the processng of the State's
Deferred Compensation Plan transactions in the contract with the
Pan's adminigtrator or establish procedures to document and test
the adminigrator's internal controls over the processng and
reporting of Plan transactions beginning with Fiscd Y ear 1999.

Genera Support Services should improve controls over Central
Collections internd collection system by performing a monthly
reconcilition between the State's accounting system and the
internd collection system and requiring additiona password
protection be implemented.

Genera Support Services should develop, implement, and enforce
procedures for the deposit of al monies and for the update of the
accounts receivable system in a timey manner at
Tdecommunications.

State Controller's Office

The State Controller's Office should refine the methods used to
compile the satement of cash flows by utilizing adl avalable
information, working with agencies to ensure that transactions are
properly categorized, improving the methodology to compile the
satement, and netting warrants payable againgt cash.
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Disposition

Implemented.

Implemented.

Implemented.

Implemented.



Report and
Rec. No.

1999 Single Audit
Rec. No. 15

1999 Single Audit
Rec. No. 16

1998 Financid
Audit Rec. No. 1

1999 Single Audit
Rec. No. 19

1999 Single Audit
Rec. No. 20

1997 Financid
Audit Rec. No. 22

Recommendation

The State Controller's Office should strengthen the procedures
used to compilethe Cash Funds Uncommitted Reserves Report by
providing training to agency personnel and developing andytica
review procedures.

The State Controller's Office should develop and document
improved andytical review techniquesfor TABOR revenue.

The State Controller's Office should provide additiona training and
assstance in areas where agencies are inconsstently reporting
finandd information that is used to prepare the State's financia
satements.

Department of Public Health and Environment

The Department of Public Health and Environment should establish,
implement, and monitor departmentwide security policies and
practices for information systems.

The Department of Public Hedlth and Environment should assemble
a team with appropriate representatives to define the procedures
for documenting application events, vendor responses, and
communicaing information. The team should follow up and report
on findings of the Post Implementation Review.

The Department of Public Hedlth and Environment should evaluate
the current time-and-effort system in order to obtain information
needed in a timey manner to manage expenditure levels and

prepare billings.
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Disposition

Implemented.

Implemented.

Implemented.

Implemented.

Partidly implemented. Procedures have been
defined, but the review has not yet been
completed. We will continue our follow-up in
Fiscal Year 2001.

Implemented.



Report and
Rec. No.

1997 Financid
Audit Rec. No. 23

1999 Single Audit
Rec. No. 21

1999 Single Audit
Rec. No. 22

1998 Single Audit
Rec. No. 17

Recommendation

The Department of Public Health and Environment should develop
a comprehensve disaster recovery plan.

Department of State

The Department of State should strengthen the controls over
finendd transactions by peforming and documenting timely
reconciliations for property and equipment, and payroll.

Department of Transportation

The Department of Trangportation should transfer custody of the
credit card reconciliation program to the Information Technology
Divigon and maintain it in accordance with the Department’s
procedures to protect the data against unauthorized access.

The Department of Trangportation should enforce the contractor
payroll review requirements and work with prime and
subcontractorsto train them in proper payroll procedures.
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Disposition

Deferred. The Department is collecting disaster
recovery templates as afirst step in developing a
disagter recovery plan. Implementation is
expected to be complete by the end of 2001. We
will continue our follow-up in Fisca Y ear 2001.

Partidly implemented. The Department has
implemented the recommendation to perform and
document areconciliation of payroll. The
recommendation for reconciling property and
equipment has been deferred. We will continue
our follow-up in Fisca Year 2001.

Partidly implemented. Programming efforts for
this activity arein process. Due to funding
congtraints, these efforts have been segregated by
phase. Theinitid phaseis scheduled for
implementation by May 2001. The second phase
will be programmed during Fisca Y ear 2002.

Implemented.



Report and
Rec. No.

1998 Single Audit
Rec. No. 18

Recommendation

The Department of Trangportation should train project engineersin
the purpose and requirements of the Form #280 and require its
regional Equal Employment Opportunity (EEO) representativesto
take an activerolein monitoring the quantity, qudity, and timeliness
of forms completion.
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Disposition

Partidly implemented. Approximately 85 percent
of the engineering saff have attended training
related to their monitoring respongbilities.
Additionaly, consultants involved in congtruction
management have dso attended thistraining. This
traning effort will be ongoing. We will continue
our follow-up in Fisca Year 2001.
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STATE OF COLORADO State Auditor
.
OFFICE OF THE STATE AUDITOR Legislative Services Building
(303) 866-2051 200 East 14th Avenue
FAX (303) 866-2060 Denver, Colorado 80203-2211

October 17, 2000

Independent Auditor's Report

Members of the Legidative Audit Committee:

We have audited the genera purpose financia statements of the State of Colorado, as of and for the
year ended June 30, 2000. These generad purpose financial statements are the responsibility of the State
of Colorado's management. Our respongbility isto express an opinion on these genera purposefinancia
Statements based on our audit.

We conducted our audit in accordance with generaly accepted auditing standards and the standards
gpplicable to financid audits contained in Government Auditing Standards, issued by the Comptroller
Generd of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the general purpose financid datements are free of materid
misstatement. An audit includes examining, on a test bads, evidence supporting the amounts and
disclosures in the generd purpose financid statements. An audit also includes assessing the accounting
principles used and sgnificant estimates made by management, as well as evauating the overdl generd
purpose financid statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the genera purpose financial statements referred to above present fairly, in dl materia
respects, the financid postion of the State of Colorado, as of June 30, 2000, and the results of its
operations and cash flows of its proprietary fund types and nonexpendable trust funds for the year then
ended in conformity with generdly accepted accounting principles.

Inaccordance with Government Auditing Standards, we have also issued our report dated October
17, 2000, on our consderation of the State of Colorado'sinterna control over financid reporting and our
tests of its compliance with certain provisions of laws, regulations, contracts, and grants.

Our audit was performed for the purpose of forming an opinion on the generd purpose financial
dtatements of the State of Colorado, taken as awhole. The accompanying schedule of expenditures of
federa awardsis presented for purposes of additiond andysisasrequired by U.S. Office of Management
and Budget Circular A-133, Auditsof Sates, Local Gover nments, and Non-Profit Organizations, and
isnot arequired part of the generd purpose financia statements. Such information has been subjected to
the auditing procedures gpplied in the audit of the generd purposefinancia statementsand, in our opinion,
is fairly stated, in al materid respects, in relaion to the generd purpose financid satements taken as a
whole.
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»+ COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED BALANCE SHEET
ALL FUND TYPES AND ACCOUNT GROUPS AT JUNE 30, 2000
AND DISCRETELY PRESENTED COMPONENT UNITS

(DOLLARS IN THOUSANDS)
GOVERNMENTAL FUND TYPES

SPECIAL DEBT CAPITAL
GENERAL REVENUE SERVICE PROJECTS
ASSETS AND OTHER DEBITS:
Cash and Pooled Cash $ 991,329 $1,279,053 $ 122 $432,629
Taxes Receivable, net 772,121 80,282 - -
Other Receivables, net 82,683 21,176 26 4,357
Due From Other Governments 268,303 149,626 341 2,245
Due From Other Funds 51,790 22,220 - 629
Inventories 8,650 6,918 - -
Prepaids, Advances, and Deferred Charges 52,206 367 - 2,706
Investments 909 142,548 5,253 -
Property, Plant and Equipment, net - - - -
Other Long-Term Assets 7,432 145,974 - 194
Amount Available in Debt Service Fund - - - -
Amount To Be Provided For Retirement Of
Long-Term Obligations: From State Sources - - - -
From Federal Revenues - - - -
TOTAL ASSETS AND OTHER DEBITS $2,235,423 $1,848,164 $ 5,742 $442,760
LIABILITIES:
Tax Refunds Payable $ 419,920 $ 510 $ - $ -
Accounts Payable and Accrued Liabilities 361,833 122,071 - 36,695
TABOR Refund Liability (See Note 11-D) 941,129 - - -
Due To Other Governments 95,153 68,582 - 739
Due To Other Funds 39,926 43,967 - 3,137
Deferred Revenue 79,236 30,184 - 348
Deposits Held In Custody For Others 11,131 25 - -
Other Current Liabilities 29,699 13,287 - 113
Capital Lease Obligations - - - -
Notes and Bonds Payable - - - -
Accrued Compensated Absences - - - -
Other Long-Term Liabilities 245 6 - -
TOTAL LIABILITIES 1,978,272 278,632 - 41,032
FUND EQUITY AND OTHER CREDITS:
Investment in Fixed Assets - - - -
Contributed Capital - - - -
Retained Earnings - - - -
Fund Balances:
Reserved For:
Encumbrances 10,041 701,149 - 132,013
Other Specific Purposes 383,472 453,831 5,742 2,826
Long-Term Assets and Long-Term Receivables 7,548 146,168 - 194
Statutorily Specified Amounts (See Note I-M) - - - -
Unreserved:
Designated - - - 262,428
Undesignated (143,910) 268,384 - 4,267
TOTAL FUND EQUITY AND OTHER CREDITS 257,151 1,569,532 5,742 401,728
TOTAL LIABILITIES, FUND EQUITY AND OTHER CREDITS . $2,235,423 $1,848,164 $ 5,742 $442,760

See accompanying notes to the financial statements.



COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS -

ACCOUNT GROUPS

PROPRIETARY FIDUCIARY MEMORANDUM
FUND TYPES FUND TYPES ONLY
GENERAL GENERAL  COLLEGE AND TOTAL
INTERNAL TRUST & FIXED LONG-TERM  UNIVERSITY PRIMARY COMPONENT
ENTERPRISE ~ SERVICE AGENCY ASSETS DEBT FUNDS GOVERNMENT UNITS
$ 83,808  $20,522 $1,147,178  $ - 0% - $ 315,449 $ 4,270,180 $ 104,625
- - 133,507 - - - 985,910 6,061
13,461 108 32,570 - - 180,728 335,109 70,596
6,829 43 728 - - 46,604 474,719 27,718
563 783 45,737 - - 36,195 157,917 17,407
12,555 575 10 - - 24,858 53,566 4,936
697 246 - - - 22,509 78,731 1,573
239 - 1,734,398 - - 496,842 2,380,189 540,898
34,066 57,938 13,268 1,849,389 - 3,300,430 5,255,091 419,286
778 - 17,473 - - 6,166 178,017 426,656
- - - - 5,742 - 5,742 -
- - - - 680,907 - 680,907 -
- - - - 262,180 - 262,180 -
$ 153,086  $80,215  $3,124,869  $ 1,849,389  $ 948,829 $ 4,429,781 $ 15,118,258 $1,619,756
$ - 0% - $ 903 % - 0% - $ - $ 421,333 $ -
7,980 4,018 28,231 - - 160,760 721,588 80,363
- - - - - - 941,129 -
5,455 - 165,839 - - - 335,768 126,710
18,011 3,740 17,549 - - 31,587 157,917 17,407
2,192 10,734 6,635 - - 84,826 214,155 755
7 - 140,904 - - 22,587 174,654 -
16,467 13,773 11,164 - - 8,688 93,191 24,067
645 27,995 51 - 29,388 113,189 171,268 -
2,210 - - - 524,360 346,007 872,577 658,140
3,110 1,130 221 - 112,275 85,207 201,943 5,899
115 207 58,539 - 282,806 30,570 372,488 3,328
56,192 61,597 430,036 - 948,829 883,421 4,678,011 916,669
- - - 1,849,389 - 2,515,005 4,364,394 -
24,080 9,719 - - - - 33,799 118,812
72,814 8,899 - - - - 81,713 234,246
- - - - - - 843,203 -
- - 2,435,925 - - 857,508 4,139,304 113,247
- - 8,060 - - - 161,970 -
- - 226,911 - - - 226,911 -
- - 23,931 - - 166,744 453,103 -
- - 6 - - 7,103 135,850 236,782
96,894 18,618 2,694,833 1,849,389 - 3,546,360 10,440,247 703,087
$ 153,086  $80,215  $3,124,869  $ 1,849,389  $ 948,829 $ 4,429,781 $ 15,118,258 $1,619,756




»+ COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES,

AND CHANGES IN FUND BALANCES

ALL GOVERNMENTAL FUND TYPES AND EXPENDABLE TRUST FUNDS
FOR THE YEAR ENDED JUNE 30, 2000

AND DISCRETELY PRESENTED COMPONENT UNITS

(DOLLARS IN THOUSANDS)
GOVERNMENTAL FUND TYPES

SPECIAL DEBT CAPITAL
GENERAL REVENUE SERVICE PROJECTS
REVENUES:
Taxes (See Note 11-D) $5,098,543 $ 819,897 $ - $ -
Licenses, Permits, and Fines 147,251 331,394 - 145
Charges for Goods and Services 105,203 11,768 - -
Investment Income 49,956 46,659 231 33,665
Federal Grants and Contracts 2,264,386 387,309 - 7,380
Other 132,079 45,056 800 2,677
TOTAL REVENUES 7,797,418 1,642,083 1,031 43,867
EXPENDITURES:
Current:
General Government 205,885 7,273 - -
Business, Community and Consumer Affairs 204,537 19,488 - -
Education 67,874 6,037 - -
Health and Rehabilitation 425,693 7,682 - -
Justice 719,198 52,015 - -
Natural Resources 61,822 68,048 - -
Social Assistance 2,152,077 - - -
Transportation 1,117 956,403 - -
Capital Outlay 36,549 38,601 - 148,217
Intergovernmental:
Cities 43,671 122,483 - 2,449
Counties 888,834 171,996 - 60
School Districts 2,256,795 454 - -
Special Districts 57,058 14,659 - 442
Federal 2,669 541 - 274
Other 35,350 5,553 - 598
Deferred Compensation Distributions - - - -
Debt Service 78 - 5,356 -
TOTAL EXPENDITURES 7,159,207 1,471,233 5,356 152,040
EXCESS OF REVENUES OVER (UNDER) EXPENDITURES 638,211 170,850 (4,325) (108,173)
OTHER FINANCING SOURCES (USES):
Operating Transfer-In 152,822 63,637 5,356 211,727
Operating Transfer-Out (883,398) (81,908) - (274,649)
Proceeds of Bond Issuance - 535,799 - -
Capital Lease Proceeds 3,775 37 - -
Advances from Private or Public Sources - - - 267
TOTAL OTHER FINANCING SOURCES (USES) (726,801) 517,565 5,356 (62,655)
EXCESS OF REVENUES AND OTHER SOURCES OVER
(UNDER) EXPENDITURES AND OTHER USES (88,590) 688,415 1,031 (170,828)
FUND BALANCE, FISCAL YEAR BEGINNING 345,741 873,117 4,711 572,556
Prior Period Adjustment (See Note I11-M) - 8,000 - -
FUND BALANCE, FISCAL YEAR END $ 257,151 $1,569,532 $ 5,742 $401,728

See accompanying notes to the financial statements.



COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS -

FIDUCIARY MEMORANDUM ONLY
FUND TYPES TOTAL
EXPENDABLE PRIMARY COMPONENT
TRUST GOVERNMENT UNITS
$ 197,703 $ 6,116,143 $ -
26,134 504,924 -
1,086 118,057 -
113,302 243,813 2,577
13,991 2,673,066 -
39,656 220,268 -
391,872 9,876,271 2,577
2,715 215,873 -
166,708 390,733 -
327 74,238 -
393 433,768 -
4,646 775,859 -
172 130,042 -
1 2,152,078 -
- 957,520 -
123 223,490 -
23,871 192,474 -
13,212 1,074,102 -
195 2,257,444 -
4,144 76,303 -
2 3,486 -
19,760 61,261 -
16,749 16,749 -
35 5,469 -
253,053 9,040,889 -
138,819 835,382 2,577
35,890 469,432 -
(48,964) (1,288,919) (2,598)
- 535,799 -
- 3,812 -
- 267 -
(13,074) (279,609) (2,598)
125,745 555,773 (1)
1,163,103 2,959,228 42,630
- 8,000 -
$ 1,288,848 $ 3,523,001 $ 42,609




»+ COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES - BUDGETARY BASIS
BUDGET AND ACTUAL - GENERAL FUNDED

FOR THE YEAR ENDED JUNE 30, 2000

(DOLLARS IN THOUSANDS) FINAL (OVER)/UNDER
ORIGINAL SPENDING SPENDING
APPROPRIATION AUTHORITY ACTUAL AUTHORITY
REVENUES AND TRANSFERS-IN:
Sales and Other Excise Taxes $1,774,869
Income Taxes 4,007,436
Other Taxes 195,883
Federal Grants and Contracts 383
Sales and Services 1,056
Interest Earnings 79,322
Medicaid Provider Revenues 7,131
Other Revenues 45,151
Transfers-In 214,524
TOTAL REVENUES AND TRANSFERS-IN 6,325,755

EXPENDITURES AND TRANSFERS-OUT:
Operating Budgets:

Departmental:
Agriculture $ 8,305 $ 8,462 8,201 $ 261
Corrections 378,367 383,274 381,669 1,605
Education 2,040,800 2,041,216 2,038,082 3,134
Governor 4,818 8,622 7,843 779
Health Care Policy and Financing 904,124 929,723 952,928 (23,205)
Higher Education 715,748 716,297 715,749 548
Human Services 460,458 452,795 448,973 3,822
Judicial Branch 196,960 197,226 194,442 2,784
Law 9,724 11,532 9,949 1,583
Legislative Branch 26,929 27,596 25,442 2,154
Local Affairs 38,355 40,864 37,747 3,117
Military Affairs 4,110 4,119 3,800 319
Natural Resources 29,538 29,133 28,725 408
Personnel 16,020 16,126 14,978 1,148
Public Health and Environment 23,829 23,762 23,731 31
Public Safety 49,793 49,799 49,484 315
Regulatory Agencies 1,927 1,927 1,919 8
Revenue 169,531 168,959 166,580 2,379
Transportation 302 302 203 99
Treasury 30,905 30,983 30,953 30
Fiscal Year 1998-99 TABOR Refund (Notes II-A, 11-D) 686,300 679,634 679,634 -

SUB-TOTAL OPERATING BUDGETS 5,796,843 5,822,351 5,821,032 1,319




COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS -

COMBINED STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES - BUDGETARY BASIS
BUDGET AND ACTUAL - GENERAL FUNDED

FOR THE YEAR ENDED JUNE 30, 2000 (Continued)

(DOLLARS IN THOUSANDS) FINAL (OVER)/UNDER
ORIGINAL SPENDING SPENDING
APPROPRIATION AUTHORITY ACTUAL AUTHORITY
Capital and Multi-Year Budgets:
Departmental:
Agriculture 3,825 3,499 919 2,580
Corrections 12,175 133,348 77,729 55,619
Education 666 10,203 2,804 7,399
Governor - 11,380 6,471 4,909
Health Care Policy and Financing - 8,517 36 8,481
Higher Education 159,711 347,201 184,898 162,303
Human Services 18,828 67,679 28,352 39,327
Judicial Branch 871 597 25 572
Law 98 98 9 89
Legislative Branch - 346 346 -
Local Affairs 1,547 3,176 132 3,044
Military Affairs 784 2,470 545 1,925
Natural Resources 1,686 - - -
Personnel 46,297 64,281 35,199 29,082
Public Health and Environment 3,000 8,210 2,767 5,443
Public Safety 9,040 14,672 4,770 9,902
Regulatory Agencies - 4 4 -
Revenue - 6,017 1,179 4,838
Transportation 53,858 91,418 44,785 46,633
Budgets/Transfers Not Booked by Department 175,492 175,492 175,492 -
SUB-TOTAL CAPITAL AND MULTI-YEAR BUDGETS 487,878 948,608 566,462 382,146
TOTAL EXPENDITURES AND TRANSFERS-OUT $6,284,721 $6,770,959 6,387,494 $ 383,465

EXCESS OF REVENUES AND TRANSFERS-IN OVER
(UNDER) EXPENDITURES AND TRANSFERS-OUT $ (61,739)

See accompanying notes to the financial statements.



»+ COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES/EXPENSES,
AND CHANGES IN FUND BALANCES/EQUITY - BUDGETARY BASIS

BUDGET AND ACTUAL - CASH FUNDED
FOR THE YEAR ENDED JUNE 30, 2000

(DOLLARS IN THOUSANDS) FINAL (OVER)/UNDER
ORIGINAL SPENDING SPENDING
APPROPRIATION AUTHORITY ACTUAL AUTHORITY
REVENUES AND TRANSFERS-IN:
Sales and Other Excise Taxes $ 719,909
Other Taxes 417,354
Tuition and Fees 520,075
Sales and Services 837,781
Interest Earnings 204,729
Other Revenues 1,338,784
Transfers-In 3,789,765
TOTAL REVENUES AND TRANSFERS-IN 7,828,397
EXPENDITURES/EXPENSES AND TRANSFERS-OUT:
Operating Budgets:
Departmental:
Agriculture $ 19,230 $ 19,249 17,820 $ 1,429
Corrections 50,228 48,059 42,309 5,750
Education 1,965,253 1,946,205 1,938,539 7,666
Governor 10,170 11,133 6,446 4,687
Health Care Policy and Financing 87,280 100,505 100,722 (217)
Higher Education 1,399,065 1,399,250 1,326,083 73,167
Human Services 672,535 263,248 235,120 28,128
Judicial Branch 42,910 44,029 41,472 2,557
Labor and Employment 221,153 221,226 215,509 5,717
Law 21,034 21,365 19,353 2,012
Legislative Branch 2,724 4,849 2,020 2,829
Local Affairs 108,948 124,124 72,081 52,043
Military Affairs 810 810 755 55
Natural Resources 247,071 243,283 152,265 91,018
Personnel 285,287 280,992 261,008 19,984
Public Health and Environment 56,795 57,224 51,072 6,152
Public Safety 79,770 80,032 77,542 2,490
Regulatory Agencies 63,573 63,576 59,224 4,352
Revenue 520,818 529,031 484,068 44,963
State 8,531 14,931 14,440 491
Transportation 131,140 163,666 48,740 114,926
Treasury 998,003 998,283 982,856 15,427
SUB-TOTAL OPERATING BUDGETS 6,992,328 6,635,070 6,149,444 485,626
Capital and Multi-Year Budgets:
Departmental:
Corrections 1,707 3,257 1,972 1,285
Governor - 7,515 229 7,286
Health Care Policy and Financing - 96 2 94
Higher Education 28,628 62,053 29,499 32,554
Human Services - 9,452 384 9,068
Labor and Employment 25,252 42,494 16,201 26,293
Law 338 338 5 333
Local Affairs 1,629 - - -
Military Affairs 50 134 87 47
Natural Resources 144,095 174,529 38,590 135,939
Personnel 29,358 31,293 9,054 22,239
Public Health and Environment 3,875 17,051 3,340 13,711
Public Safety 1,664 13 13 -
Regulatory Agencies 1,901 581 572 9
Revenue 2,180 2,343 643 1,700
Transportation 1,012,036 1,019,660 594,966 424,694
Budgets/Transfers Not Booked by Department 946 946 946 -
SUB-TOTAL CAPITAL AND MULTI-YEAR BUDGETS 1,253,659 1,371,755 696,503 675,252
TOTAL EXPENDITURES/EXPENSES AND TRANSFERS-OUT $8,245,987 $8,006,825 6,845,947 $1,160,878
EXCESS OF REVENUES AND TRANSFERS-IN OVER/(UNDER)
EXPENDITURES/EXPENSES AND TRANSFERS-OUT

See accompanying notes to the financial statements.
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COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS -

COMBINED STATEMENT OF REVENUES, EXPENDITURES/EXPENSES,
AND CHANGES IN FUND BALANCES/EQUITY - BUDGETARY BASIS
BUDGET AND ACTUAL - FEDERALLY FUNDED

FOR THE YEAR ENDED JUNE 30, 2000

(DOLLARS IN THOUSANDS) FINAL (OVER)/UNDER
ORIGINAL SPENDING SPENDING
APPROPRIATION AUTHORITY ACTUAL AUTHORITY
REVENUES AND TRANSFERS-IN:
Federal Grants and Contracts $2,747,995
TOTAL REVENUES AND TRANSFERS-IN 2,747,995

Capital and Multi-Year Budgets:

Departmental:

Agriculture $ 442 $ 1,096 571 $ 525
Corrections 4,990 8,231 6,892 1,339
Education 245,075 331,085 245,175 85,910
Governor 13,416 39,894 21,089 18,805
Health Care Policy and Financing 972,230 1,040,309 1,037,881 2,428
Higher Education 8,188 61,239 47,046 14,193
Human Services 447,846 778,517 606,660 171,857
Judicial Branch 1,338 5,736 3,906 1,830
Labor and Employment 87,881 128,363 86,352 42,011
Law 726 821 689 132
Local Affairs 38,151 97,037 44,294 52,743
Military Affairs 121,150 11,822 5,880 5,942
Natural Resources 14,111 38,225 22,647 15,578
Personnel 52 106 61 45
Public Health and Environment 161,414 197,800 164,329 33,471
Public Safety 21,451 67,218 29,665 37,553
Regulatory Agencies 790 2,084 1,549 535
Revenue 835 2,391 1,243 1,148
Transportation 285,322 828,197 375,901 452,296
Treasury - 55,136 46,097 9,039
SUB-TOTAL CAPITAL AND MULTI-YEAR BUDGETS 2,425,408 3,695,307 2,747,927 947,380
TOTAL EXPENDITURES/EXPENSES AND TRANSFERS-OUT $2,425,408 $3,695,307 2,747,927 $ 947,380

EXCESS OF REVENUES AND TRANSFERS-IN OVER/(UNDER)
EXPENDITURES/EXPENSES AND TRANSFERS-OUT $ 68

See accompanying notes to the financial statements.



»+ COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED STATEMENT OF REVENUES, EXPENSES,

AND CHANGES IN FUND EQUITY

ALL PROPRIETARY FUND TYPES AND SIMILAR TRUST FUNDS
FOR THE YEAR ENDED JUNE 30, 2000

AND DISCRETELY PRESENTED COMPONENT UNITS

(DOLLARS IN THOUSANDS) PROPRIETARY
FUND TYPES

INTERNAL
ENTERPRISE SERVICE

OPERATING REVENUES:

Licenses and Permits $ 47 $ -
Charges for Goods and Services 438,535 189,974
Investment and Rental Income 3,452 7,216
Federal Grants and Contracts 50,219 -
Other 475 66
TOTAL OPERATING REVENUES 492,728 197,256

OPERATING EXPENSES:

Salaries & Fringe Benefits 46,839 19,433
Operating and Travel 95,926 158,014
Cost of Goods Sold 33,293 4,660
Depreciation 3,975 14,501
Intergovernmental Distributions 1,706 -
Prizes and Awards 224,173 -
Other - -
TOTAL OPERATING EXPENSES 405,912 196,608
OPERATING INCOME (LOSS) 86,816 648
NON-OPERATING REVENUES AND (EXPENSES):
Taxes - -
Fines and Settlements 1 624
Interest and Rents 2,899 713
Grants and Donations 786 -
Intergovernmental Distributions (43,488) -
Federal Grants and Contracts 676
State Funds - -
Debt Service (222) (1,859)
Other - -
TOTAL NON-OPERATING REVENUES (EXPENSES) (39,348) (522)
INCOME (LOSS) BEFORE OPERATING TRANSFERS 47,468 126
OPERATING TRANSFERS:
Operating Transfer-In 322 332
Operating Transfer-Out (48,192) (3,434)
TOTAL OPERATING TRANSFERS (47,870) (3,102)
NET INCOME/CHANGE IN RETAINED EARNINGS (402) (2,976)
FUND EQUITY, FISCAL YEAR BEGINNING 97,277 20,737
Additions (Deductions) to Contributed Capital (See Note 111-N) 19 305
Prior Period/Other Adjustments - 552
FUND EQUITY, FISCAL YEAR END $ 96,894 $18,618

See accompanying notes to the financial statements.



COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS -

FIDUCIARY MEMORANDUM ONLY

FUND TYPES TOTAL
NONEXPENDABLE PRIMARY COMPONENT
TRUST GOVERNMENT UNITS
$ - $ 47 $ -
- 628,509 262,231
19,939 30,607 21,873
- 50,219 -
89 630 19,088
20,028 710,012 303,192
- 66,272 116,460
- 253,940 109,702
- 37,953 58,301
- 18,476 23,752
- 1,706 -
- 224,173 -
- - 7,778
- 602,520 315,993
20,028 107,492 (12,801)
- - 33,716
48,838 49,463 -
- 3,612 17,121
14 800 (2,400)
- (43,488) -
676
- - 2,045
- (2,081) (5,954)
- - (1,124)
48,852 8,982 43,404
68,880 116,474 30,603
989 1,643 2,597
(25,243) (76,869) -
(24,254) (75,226) 2,597
44,626 41,248 33,200
578,205 696,219 505,017
- 324 51,623
- 552 -

$622,831 $738,343 $589,840




»+ COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED STATEMENT OF CASH FLOWS

ALL PROPRIETARY FUND TYPES AND SIMILAR TRUST FUNDS
FOR THE YEAR ENDED JUNE 30, 2000

AND DISCRETELY PRESENTED COMPONENT UNITS

(DOLLARS IN THOUSANDS) PROPRIETARY
FUND TYPES

INTERNAL
ENTERPRISE SERVICE

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash Received from:

Fees for Service $ 36,763 $ 147,869
Sales of Products 409,394 43,735
Grants and Contracts 45,646 7
Other Sources 6,717 1,748
Cash Payments to:
Employees (41,881) (16,931)
Suppliers (70,352) (55,361)
Lottery Prizes and Sales Commissions (254,520) -
Health Claims and Premiums - (123,039)
Financial Institutions for Loan Losses (25,814) -
Other Governments (7,819) -
Other (7,400) (434)
Component Unit Cash Flows from Operating Activities - -
NET CASH PROVIDED BY OPERATING ACTIVITIES 90,734 (2,406)

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:

Transfers-In 322 332
Transfers-Out (48,192) (3,434)
Intergovernmental Distributions (43,499) -
NET CASH FROM NONCAPITAL FINANCING ACTIVITIES (91,369) (3,102)

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:

Acquisition of Capital Assets (3,854) (2,636)
Proceeds from Sale of Capital Assets 612 3,618
Income from Property 710 5,801
Proceeds from Issuance of Capital Debt - -
Principal Paid on Capital Debt (445) -
Interest Payments (242) (259)
Capital Lease Payments (616) (14,530)
Taxes - -

Bond Defeasance and Refunding - -
Received from Borrowers - -
Disbursements to Borrowers - -
Capitalization Grants Received - -

NET CASH FROM CAPITAL AND RELATED FINANCING ACTIVITIES (3,835) (8,006)

(Continued)



COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS -

FIDUCIARY MEMORANDUM ONLY
FUND TYPES TOTAL
NONEXPENDABLE PRIMARY COMPONENT
TRUST GOVERNMENT UNITS
$ (38) $ 184,594 -
- 453,129 -
- 45,653 -
50,051 58,516 -
- (58.,812) -
(235) (125,948) -
- (254,520) -
- (123,039) -
- (25,814) -
- (7,819) -
(600) (8,434) -
- - 25,919
49,178 137,506 25,919
989 1,643 11,371
(21,122) (72,748) (4,029)
- (43,499) -
(20,133) (114,604) 7,342
- (6,490) (93,230)
1,340 5,570 -
10,134 16,645 -
- - 85,632
- (445) (29,255)
- (501) (10,691)
- (15,146) (6)
- - 33,096
- - (13,979)
- - 15,615
- - (97,233)
- - 25,968
11,474 (367) (84,083)




»+ COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED STATEMENT OF CASH FLOWS

ALL PROPRIETARY FUND TYPES AND SIMILAR TRUST FUNDS
FOR THE YEAR ENDED JUNE 30, 2000

AND DISCRETELY PRESENTED COMPONENT UNITS (Continued)

(DOLLARS IN THOUSANDS) PROPRIETARY
FUND TYPES
INTERNAL
ENTERPRISE SERVICE
CASH FLOWS FROM INVESTING ACTIVITIES:
Interest and Dividends on Investments 5,126 1,441
Proceeds from Sales of Investments 4 -

Purchases of Investments - -
Net (Increase)Decrease in Investments - -

NET CASH FROM INVESTING ACTIVITIES 5,130 1,441
NET INCREASE (DECREASE) IN CASH AND POOLED CASH 660 (12,073)
CASH AND POOLED CASH , FISCAL YEAR BEGINNING 83,238 32,595
CASH AND POOLED CASH, FISCAL YEAR END 83,898 20,522

RECONCILIATION TO THE COMBINED BALANCE SHEET
Add: Expendable Trust Funds - -
Investment and Pension Trust Funds - -
Agency Funds - -

CASH AND POOLED CASH, FISCAL YEAR END $ 83,898 $ 20,522

RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES
Operating Income (Loss) $ 86,816 $ 648
Adjustments to Reconcile Operating Income (Loss)
to Net Cash Provided by Operating Activities:

Depreciation 3,975 14,501
Investment/Rental Income and Other Revenue in Operating Income (3,220) (7,214)
Fines, Donations, and Grants and Contracts in NonOperating 1,464 624
Loss on Disposal of Fixed Assets 143 -
Compensated Absences 130 11
Interest and Other Expense in Operating Income 183 148

Provision for Bad Debts - -
Net Changes in Assets and Liabilities Related to Operating Activities:

(Increase) Decrease in Operating Receivables 7,533 1,631
(Increase) Decrease in Inventories (365) 86
(Increase) Decrease in Other Operating Assets (138) (79)
Increase (Decrease) in Accounts Payable (5,381) (1,950)
Increase (Decrease) in Other Operating Liabilities (406) (10,812)
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 90,734 $ (2,406)

SUPPLEMENTARY INFORMATION - NONCASH TRANSACTIONS (See Note 111-B):

Fixed Assets Transferred from General Fixed Asset Group of Accounts 19 857
Loss on Disposal of Fixed Assets 196 -
Assumption of Capital Lease Obligation 2 14,354

See accompanying notes to the financial statements.
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FIDUCIARY MEMORANDUM ONLY
FUND TYPES TOTAL
NONEXPENDABLE PRIMARY COMPONENT
TRUST GOVERNMENT UNITS

7,022 13,589 16,136
82,279 82,283 344,592
(160,194) (160,194) (331,757)

- - 7,378

(70,893) (64,322) 36,349
(30,374) (41,787) (14,473)
61,221 177,054 76,698
30,847 135,267 62,225
873,423 873,423 42,400
27,720 27,720 -
215,188 215,188 -
$1,147,178 $ 1,251,598 $ 104,625
$ 20,028 $ 107,492 $ (10,903)
- 18,476 24,204

(19,938) (30,372) (946)
48,852 50,940 -

- 143 -

- 141 -

- 331 7,325

- - 12,280
(66) 9,098 (32,292)
- 279) (724)

156 (61) 5,482

3,886 (3,445) 20,200

381 (10,837) 1,293

$ 49,178 $ 137,506 $ 25919
- 876 -

- 196 -

14,356
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STATEMENT OF NET ASSETS

ALL PENSION AND INVESTMENT TRUST FUNDS

AT JUNE 30, 2000

AND DISCRETELY PRESENTED COMPONENT UNITS

(DOLLARS IN THOUSANDS) PRIMARY COMPONENT
GOVERNMENT UNITS
INVESTMENT PENSION PENSION
TRUST TRUST TRUST
COLORADO UNIVERSITY
COMPENSATION DEFINED OF COLORADO
INSURANCE CONTRIBUTION HOSPITAL
AUTHORITY PLAN AUTHORITY
ASSETS:
Cash and Pooled Cash $ 27,714 $ 6 $ -
Other Receivables, net 11,249 - -
Investments 742,387 1,798 -
Externally Restricted Under Pension Plan - - 70,638
TOTAL ASSETS 781,350 1,804 70,638
LIABILITIES:

TOTAL LIABILITIES - - -

NET ASSETS:
Held in Trust for Pension Plan Participants - 1,798 70,638
Held in Trust for Investment Trust Participants 781,350 - -
Unreserved - 6 -

TOTAL NET ASSETS HELD
IN TRUST FOR PARTICIPANTS $ 781,350 $ 1,804 $ 70,638

See accompanying notes to the financial statements.

The Investment Trust and Pension Trust Fund balances of the Primary Government shown above are included in the
Trust and Agency Fund Type balances shown on the Combined Balance Sheet - All Fund Types, Account
Groups, and Discretely Presented Component Units. The Pension Trust Fund balances of the University
of Colorado Hospital Authority shown above are included in the Component Units column of the
Combined Balance Sheet - All Fund Types, Account Groups, and Discretely Presented Component Units.



COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS -

STATEMENT OF CHANGES IN NET ASSETS

ALL PENSION AND INVESTMENT TRUST FUNDS
FOR THE YEAR ENDED JUNE 30, 2000

AND DISCRETELY PRESENTED COMPONENT UNITS

(DOLLARS IN THOUSANDS) PRIMARY COMPONENT
GOVERNMENT UNITS
INVESTMENT PENSION PENSION
TRUST TRUST TRUST
COLORADO UNIVERSITY
COMPENSATION DEFINED OF COLORADO
INSURANCE CONTRIBUTION HOSPITAL
AUTHORITY PLAN AUTHORITY
ADDITIONS:
Additions By Participants $ 434,592 $ 1,299 $ 4,981
Investment Income 31,833 125 2,525
Employee Deferral Fees - 27 -
TOTAL ADDITIONS 466,425 1,451 7,506
DEDUCTIONS:
Deductions By Participants 347,180 25 1,942
Administrative Expense - - 487
Other Deductions - 21 -
TOTAL DEDUCTIONS 347,180 46 2,429
NET INCREASE (DECREASE) IN ASSETS 119,245 1,405 5,077
NET ASSETS AVAILABLE
Beginning of the Year 662,105 399 65,561
End of the Year $ 781,350 $ 1,804 $ 70,638

See accompanying notes to the financial statements.
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COMBINED BALANCE SHEET
ALL COLLEGE AND UNIVERSITY FUNDS
AT JUNE 30, 2000

(DOLLARS IN THOUSANDS) CURRENT FUNDS
LOAN ENDOWMENT
UNRESTRICTED RESTRICTED FUNDS FUNDS
ASSETS:
Cash and Pooled Cash $157,023 $ 6,731 $ 4,058 $ 8,605
Accounts Receivable:
Tuition, Fees, Charges for Services, net 61,939 25,689 129 9
Intergovernmental 480 45,417 207 -
Other 2,593 36 196 5
Subtotal Accounts Receivable 65,012 71,142 532 14
Loans and Notes Receivable, net 1,013 - 84,462 -
Due From Other Funds 22,655 5,188 - 153
Inventories 24,858 - - -
Other Current Assets 20,139 1,071 26 -
Investments 199,526 33,248 5,520 91,382
Plant Facilities:
Land and Improvements - - - 4,323
Buildings and Improvements, net - - - -
Leasehold Improvements, net - - - -
Construction in Progress - - - -
Equipment, net - - - -
Library Books - - - -
Other Fixed Assets - - - -
Subtotal Plant Facilities - - - 4,323
Other Long-Term Assets 4,597 1 - -
TOTAL ASSETS $494,823 $117,381 $94,598 $ 104,477
LIABILITIES:
Accounts Payable and Accrued Liabilities $100,900 $ 29,610 $ 40 $ -
Due To Other Funds 11,682 7,828 - 1,730
Deferred Revenue 78,303 6,143 - -
Other Current Liabilities 15,165 1,143 1,522 68
Capital Lease Obligations - - - -
Notes and Bonds Payable 35 28 - -
Accrued Compensated Absences 84,927 280 - -
Other Long-Term Liabilities 29,964 - 200 -
TOTAL LIABILITIES 320,976 45,032 1,762 1,798
FUND BALANCE:
Investment in Fixed Assets - - - -
Restricted - 72,349 92,836 102,679
Unrestricted:
Designated 166,744 - - -
Undesignated 7,103 - - -
TOTAL FUND BALANCE 173,847 72,349 92,836 102,679
TOTAL LIABILITIES AND FUND BALANCE $494,823 $117,381  $94,598 $ 104,477

See accompanying notes to the financial statements.
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PLANT FUNDS MEMORANDUM

RETIREMENT OF INVESTMENT  AGENCY ONLY

UNEXPENDED  INDEBTEDNESS IN PLANT FUNDS TOTALS
$125,486 $ 5,160 $ - $ 8,386 $ 315,449
2,515 - - 918 91,199
293 87 - 120 46,604
223 101 - - 3,154
3,031 188 - 1,038 140,957
900 - - - 86,375
7,323 554 - 322 36,195
- - - - 24,858
1,189 - - 84 22,509
148,615 13,798 - 4,753 496,842
- - 208,155 - 212,478
- - 1,836,291 - 1,836,291
- - 19,749 - 19,749
381,706 - - - 381,706
- - 563,909 - 563,909
- - 285,309 - 285,309
- - 088 - 088
381,706 - 2,914,401 - 3,300,430
301 - 1,267 - 6,166
$668,551 $19,700 $2,915,668 $14,583 $4,429,781
$ 22,484 $ 3,402 $ 4 $ 4,320 $ 160,760
1,515 - 8,505 327 31,587
231 - 148 1 84,826
9 254 3,179 9,935 31,275
4,026 213 108,950 - 113,189
65,095 1,056 279,793 - 346,007
- - - - 85,207
62 260 84 - 30,570
93,422 5,185 400,663 14,583 883,421
- - 2,515,005 - 2,515,005
575,129 14,515 - - 857,508
- - - - 166,744
- - - - 7,103
575,129 14,515 2,515,005 - 3,546,360

$668,551 $19,700 $2,915,668 $14,583 $4,429,781
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COMBINED STATEMENT OF CHANGES IN FUND BALANCE

ALL COLLEGE AND UNIVERSITY FUNDS
FOR THE YEAR ENDED JUNE 30, 2000

(DOLLARS IN THOUSANDS)

CURRENT FUNDS

LOAN ENDOWMENT
UNRESTRICTED RESTRICTED FUNDS FUNDS
REVENUES AND OTHER ADDITIONS:
Tuition and Fees $ 653,278 $ - $ - $ -
Federal Grants and Contracts 9,367 727,993 1,212 -
State and Local Grants and Contracts 629 41,245 - -
Private Gifts, Grants, and Contracts 1,291 145,482 43 1,160
Indirect Cost Recoveries 102,826 - - -
Investment Income 23,640 5,900 434 10,505
Sales and Services of Educational Activities 102,999 67 - -
Sales and Services of Auxiliaries and Hospitals 302,968 - - -
Interest on Loans Receivable - - 2,036 -
Retirement of Indebtedness - - - -
Additions to Plant Facilities - - - -
Other Revenues and Additions 52,843 597 837 2,236
TOTAL REVENUES AND OTHER ADDITIONS 1,249,841 921,284 4,562 13,901
EXPENDITURES AND OTHER DEDUCTIONS:
Educational and General:
Instructional 743,139 113,641 - -
Research 35,833 378,640 - -
Public Service 52,786 43,182 - -
Academic Support 170,465 12,481 - -
Student Services 129,411 12,381 - -
Institutional Support 157,615 9,301 - -
Operation of Plant 137,739 1,751 - -
Scholarships and Fellowships 39,030 296,649 - -
Subtotal Educational and General 1,466,018 868,026 - -
Auxiliaries and Hospitals 292,684 6,575 2 -
Indirect Cost Charges 563 101,951 312 -
Loan Cancellation and Write-off - - 1,170 -
Expended for Plant Facilities - - - -
Retirement of Indebtedness - - - -
Interest on Indebtedness - - - -
Disposal of Plant Facilities - - - -
Other Expenditures and Deductions 49 4 909 459
TOTAL EXPENDITURES AND OTHER DEDUCTIONS 1,759,314 976,556 2,393 459
TRANSFERS BETWEEN FUNDS - ADDITIONS (DEDUCTIONS):
Mandatory Transfers In (Out) (49,445) (63) 291 12
Nonmandatory Transfers In (Out) (69,438) (12,228) 19 4,360
Net Operating Transfers From State Funds 639,905 65,537 - 174
TOTAL EXPENDITURES, DEDUCTIONS AND TRANSFERS 1,238,292 923,310 2,083 (4,087)
NET INCREASE (DECREASE) IN FUND BALANCE 11,549 (2,026) 2,479 17,988
FUND BALANCE, JULY 1 160,537 74,374 89,524 84,691
Addition of Northwestern Community College 1,761 1 833 -
FUND BALANCE, JUNE 30 $ 173,847 $72,349 $92,836 $ 102,679

See accompanying notes to the financial statements.
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PLANT FUNDS MEMORANDUM
RETIREMENT OF INVESTMENT ONLY
UNEXPENDED  INDEBTEDNESS IN PLANT TOTALS
$ - $ - $ - $ 653,278
248 168 - 738,988
- - - 41,874
7,197 849 2,742 158,764
- - - 102,826
13,125 1,107 - 54,711
- - - 103,066
- - - 302,968
- - - 2,036
3,457 - 25,643 29,100
202 - 240,697 240,899
43,561 - 29,528 129,602
67,790 2,124 298,610 2,558,112
- - - 856,780
- - - 414,473
- - - 95,968
_ - - 182,946
- - - 141,792
- - - 166,916
- - - 139,490
- - - 335,679
- - - 2,334,044
- - - 299,261
- - - 102,826
- - - 1,170
167,396 - - 167,396
400 28,908 - 29,308
1,223 22,616 28 23,867
- - 72,565 72,565
22,789 377 17,648 42,235
191,808 51,901 90,241 3,072,672
9,317 46,963 (7,075) -
102,788 1,868 (27,369) -
189,097 - - 894,713
(109,394) 3,070 124,685 2,177,959
177,184 (946) 173,925 380,153
397,945 15,461 2,319,072 3,141,604
- - 22,008 24,603

$575,129 $14,515 $2,515,005 $3,546,360
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NOTESTO THE FINANCIAL STATEMENTS

NOTE |I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying general purpose financial statements of
the State of Colorado have been prepared in conformance
with generally accepted accounting principles for govern-
ments as prescribed by the Governmental Accounting
Standards Board (GASB), which is the primary standard
setting body for establishing governmental accounting and
financia reporting principles.

The preparation of financial statements in conformity with
generally accepted accounting principles requires manage-
ment to make estimates and assumptions that affect the
reported amounts of assets, liabilities, the disclosed amount
of contingent lighilities at the date of the financia state-
ments, and the reported amounts of revenues, expendi-
tures/expenses during the reporting period. Actual results
could differ from those estimates.

A. REPORTING ENTITY

For financia reporting purposes, the State of Colorado's
primary government includes all funds and account groups
of the state, its departments, agencies, and state funded
ingtitutions of higher education that make up the state's legal
entity. The dtate's reporting entity also includes those
component units, which are legaly separate entities, for
which the date€'s eected officids are financidly
accountable.

Financial accountability is defined in GASB Statement No.
14 — The Financial Reporting Entity. The state is
financially accountable for those entities for which the state
appoints a voting majority of the governing board, and
either is able to impose its will upon the entity or there
exists a financia benefit or burden relationship with the
state. For those entities that the state does not appoint a
voting majority of the governing board, GASB Statement
No. 14 includes them in the reporting entity if they are
fiscally dependent. Entities that do not meet the criteria for
inclusion may till be included if it would be misleading to
exclude them.

Discretely presented in the combined financia statements
for the state are the following entities:

Denver Metropolitan Magjor League Baseball
Stadium District

University of Colorado Hospital Authority

Colorado Water Resources and Power
Development Authority

Colorado Uninsurable Health Insurance Plan

With the exception of the University of Colorado Hospital
Authority, the majority of each governing board for these
entities is appointed by the Governor and confirmed by
the Senate. The Board of Regents of the University of
Colorado appoints the board of the University of
Colorado Hospital Authority.

The University of Colorado Hospital Authority and the
Colorado Uninsurable Hedlth Insurance Plan are included
because they present a financial burden on the state. The
Baseball Stadium Didtrict is included because its board
serves at the pleasure of the Governor, and therefore, the
dtate is able to impose its will upon the entity. The Water
Resources and Power Development Authority is included
because the state is able to impose its will upon the
authority. Detailed financia information may be obtained
directly from these organizations.

The following related organizations, for which the gtate
appoints a voting majority of their governing boards, are not
part of the reporting entity based on the criteria of GASB
Statement No. 14:

Colorado Compensation Insurance Authority
(D.B.A. Pinnacol Assurance)

Colorado Educational and Cultural Facilities
Authority

Colorado Health Facilities Authority

Colorado Student Obligation Bond Authority

Colorado Agricultural Development Authority

Colorado Housing and Finance Authority

Colorado Sheep and Wool Authority

Colorado Beef Council Authority

Fire and Police Benefit Association

The State Board of the Great Outdoors
Colorado Trust Fund

Even though the appointment of governing boards of these
authorities is similar to those included in the reporting
entity, the state does not impose its will, nor does it have a
financial benefit or burden relationship with these entities.
Detailed financial information may be obtained directly
from these organizations.

Various college and university foundations exist for the
benefit of the related state higher education ingtitutions.
These entities are included in the various note disclosures if
they qualify as related parties or omitting them would be
mideading.
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The state has entered a joint operating agreement with the
Huerfano County Hospital Didtrict to provide patient care at
the Colorado State Veterans Nursing Home at Walsenburg.
The facility is owned by the state but is operated by the
hospital district under a twenty year contract that is
renewable at the district’s option for successive ten year
terms up to 99 years from the original commencement date
in November 1993.

The state’s contract with the district states that the district is
responsible for funding the operating deficits of the nursing
home; however, since the state owns the nursing home, it
retains ultimate financial responsibility for the home. Only
the state’ s share of assets, liabilities, revenues and expenses
associated with the joint operation are shown in these
financia statements. These include the land, building, and
some of the equipment for the nursing home as well as
revenues and expenses associated with the state's on-site
contract administrator. The gtate's pass-through of U.S.
Veterans Administration’s funds to the district is also shown
as revenue and expense of the State.

B. FUND STRUCTURE
Primary Gover nment

The financia activities of the state are organized on the
basis of individual funds and account groups. Each fund is
a separate accounting entity, in which the operations are
recorded in discrete sets of self-balancing accounts that
comprise the assets, liabilities, fund equity, revenues and
expenditures, or expenses, of that entity. For financial
statement presentation, similar funds have been combined
into fund types and categories.

GOVERNMENTAL FUNDS

Genera Fund

Transactions related to resources obtained and used for
those services traditionally provided by state government,
which are not accounted for in other funds, are accounted
for in the Genera Fund. Resources obtained from federa
grants that support general governmental activities are
accounted for in the Genera Fund consistent with applic-
able legd requirements.

Specia Revenue Funds

Transactions related to resources obtained from specific
sources, and restricted to specific purposes are accounted
for in the specia revenue funds. The individua funds
include the Highway Fund, the Wildlife Fund, the Labor
Fund, the Gaming Fund, the Water Projects Construction
Fund, and the Tobacco Litigation Settlement Fund.

Debt Service Fund

This fund accounts for the accumulation of resources,
principally transfers from other funds, for the payment of
long-term debt principal and interest. The primary debt
serviced by this fund consists of certain long-term lease
purchase agreements and notes issued by the Department of
Transportation to fund infrastructure.

Capital Projects Fund
Transactions related to resources obtained and used for
acquisition, construction, or improvement of state owned
facilities and certain equipment are accounted for in the
capital projects fund.

PROPRIETARY FUNDS

Enterprise Funds

These funds account for activities that are financed and
operated in amanner much like private business enterprises.
Costs of providing goods and services to the public,
including depreciation, are recovered primarily through user
charges.

Internal Service Funds

These funds account for the operations that provide goods
or services on a cost-reimbursement basis to state agencies.

FIDUCIARY FUND TYPES

Trust and Agency Funds

These funds account for assets held by the state in a trustee
capacity or as an agent for other organizations or
individuals. They include agency funds, expendable and
nonexpendable trust funds, investment trust funds, and
pension trust funds.

Agency funds are used to account for assets held for other
funds, governments, or individuals. They are custodia in
nature and do not involve the measurement of operations.

The expendable trust fund classification is used when both
the principal and revenue earned may be expended for
purposes designated by the trust agreement.

Nonexpendable trust funds require that the principa of the
fund remains intact while only the earnings of the fund are
expendable.

Individual investment trust funds are used to account for
investments that are not in the treasurer’s investment pool
but are managed by the state treasurer for external entities.
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A pension trust fund is used to account for the assets and
liabilities arising from the contributions and benefits
payable to participants in one of the state’s pension plans.
Participation in this plan is limited to select employees —
primarily legidators. Most state employees are covered by
another plan operated by the Public Employees Retirement
Association. (See Note V).

ACCOUNT GROUPS

General Fixed Assets Account Group

Land, buildings, equipment and other capital assets, of the
governmental fund types are accounted for in this group.
Capita assets of the proprietary, trust, and the college and
university funds are recorded in their respective funds and
may be depreciated there. Infrastructure is not recorded in
the state's accounting system or financial statements.

Genera Long-term Debt Account Group

This group accounts for long-term liabilities of the govern-
mental type funds, such as generd liability, lease purchase
obligations, employee leave obligations, notes, and
employee workers compensation claims. It also accounts
for short-term risk management liabilities for which
expendable financial resources are not available. Long-term
obligations of the proprietary funds, trust funds, and the
college and universities are accounted for in their respective
funds.

COLLEGE AND UNIVERSITY FUNDS

These funds account for the operations of the state-
supported system of higher education. The College and
University Funds consist of the following funds:

Current Funds Unrestricted account for economic resources
which are expendable for any purpose in accomplishing the
ingtitutions primary objectives.

Current Funds Restricted account for resources received
from donors or other outside agencies, primarily the federal
government, that are restricted for specific purposes.

Loan Funds account for resources available for student
loans.

Endowment Funds account for resources contributed by
donors. While the principal portion of the contribution
must remain intact, earnings may be added to the principal
or expended for restricted or unrestricted purposes.

Plant Funds account for resources available, acquisition
costs, debt service requirements, and liabilities related to
acquiring or repairing ingtitutional properties.

Agency Funds account for resources held by the ingtitution,
acting in the capacity as agent, for distribution to designated
beneficiaries.

Component Units

The Denver Metropolitan Major League Baseball Stadium
District uses proprietary fund accounting in preparation of
its financial statements. The Colorado Uninsurable Health
Insurance Plan (CUHIP) uses practices prescribed or
permitted by the stat€’s Division of Insurance. However,
CUHIP's financial statements have been recast to conform
to generaly accepted accounting 